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CHAPTER 1 – SUMMARY OF INTERNATIONAL FINANCIAL REPORTING STANDARDS

SUMMARY OF IAS 1 – PRESENTATION OF FINANCIAL STATEMENTS

Objective 

IFRS 1, First-time Adoption of International Financial Reporting Standards, sets out the procedures that an entity must follow when it adopts IFRSs for the first time as the basis for preparing its general purpose financial statements. 

Definition of first-time adoption 

A first-time adopter is an entity that, for the first time, makes an explicit and unreserved statement that its general purpose financial statements comply with IFRSs. 

An entity may be a first-time adopter if, in the preceding year, it prepared IFRS financial statements for internal management use, as long as those IFRS financial statements were not and given to owners or external parties such as investors or creditors. If a set of IFRS financial statements was, for any reason, given to an external party in the preceding year, then the entity will already be considered to be on IFRSs, and IFRS 1 does not apply. 

An entity can also be a first-time adopter if, in the preceding year, its published financial statements asserted: 

· Compliance with some but not all IFRSs. 

· Included only a reconciliation of selected figures from previous GAAP to IFRSs. (Previous GAAP means the GAAP that an entity followed immediately before adopting to IFRSs.) 

However, an entity is not a first-time adopter if, in the preceding year, its published financial statements asserted: 

· Compliance with IFRSs even if the auditor's report contained a qualification with respect to conformity with IFRSs. 

· Compliance with both previous GAAP and IFRSs. 

Effective date of IFRS 1 

IFRS 1 applies if an entity's first IFRS financial statements are for a period beginning on or after 1 January 2004. Earlier application is encouraged. 

Overview for an entity that adopts IFRSs for the first time in its annual financial statements for the year ended 31 December 2005 

1. Accounting policies. Select its accounting policies based on IFRSs in force at 31 December 2005. (The exposure draft that preceded IFRS 1 had proposed that an entity could use the IFRSs that were in force during prior periods, as if the entity had always used IFRS. That option is not included in the final standard.) 

2. IFRS reporting periods. Prepare at least 2005 and 2004 financial statements and restate retrospectively the opening balance sheet (beginning of the first period for which full comparative financial statements are presented) by applying the IFRSs in force at 31 December 2005. 

a. Since IAS 1 requires that at least one year of comparative prior period financial information be presented, the opening balance sheet will be 1 January 2004 if not earlier. 

b. If a 31 December 2005 adopter reports selected financial data (but not full financial statements) on an IFRS basis for periods prior to 2004, in addition to full financial statements for 2004 and 2005, that does not change the fact that its opening IFRS balance sheet is as of 1 January 2004. 

Adjustments required to move from previous GAAP to IFRSs at the time of first-time adoption 

1. Derecognition of some old assets and liabilities. The entity should eliminate previous-GAAP assets and liabilities from the opening balance sheet if they do not qualify for recognition under IFRSs. For example: 

a. IAS 38 does not permit recognition of expenditure on any of the following as an intangible asset: 

· research 

· start-up, pre-operating, and pre-opening costs 

· training 

· advertising and promotion 

· moving and relocation 

If the entity's previous GAAP had recognised these as assets, they are eliminated in the opening IFRS balance sheet. 

b. If the entity's previous GAAP had allowed accrual of liabilities for "general reserves", restructurings, future operating losses, or major overhauls that do not meet the conditions for recognition as a provision under IAS 37, these are eliminated in the opening IFRS balance sheet. 

c. If the entity's previous GAAP had allowed recognition of reimbursements and contingent assets that are not virtually certain, these are eliminated in the opening IFRS balance sheet. 

2. Recognition of some new assets and liabilities. Conversely, the entity should recognise all assets and liabilities that are required to be recognised by IFRS even if they were never recognised under previous GAAP. For example: 

a. IAS 39 requires recognition of all derivative financial assets and liabilities, including embedded derivatives. These were not recognised under many local GAAPs. 

b. IAS 19 requires an employer to recognise its liabilities under defined benefit plans. These are not just pension liabilities but also obligations for medical and life insurance, vacations, termination benefits, and deferred compensation. In the case of "over-funded" plans, this would be a defined benefit asset. 

c. IAS 37 requires recognition of provisions as liabilities. Examples could include an entity's obligations for restructurings, onerous contracts, decommissioning, remediation, site restoration, warranties, guarantees, and litigation. 

d. Deferred tax assets and liabilities would be recognised in conformity with IAS 12. 

3. Reclassification. The entity should reclassify previous-GAAP opening balance sheet items into the appropriate IFRS classification. Examples: 

a. IAS 10 does not permit classifying dividends declared or proposed after the balance sheet date as a liability at the balance sheet date. In the opening IFRS balance sheet these would be reclassified as a component of retained earnings. 

b. If the entity's previous GAAP had allowed treasury stock (an entity's own shares that it had purchased) to be reported as an asset, it would be reclassified as a component of equity under IFRS. 

c. Items classified as identifiable intangible assets in a business combination accounted for under the previous GAAP may be required to be classified as goodwill under IAS 22 because they do not meet the definition of an intangible asset under IAS 38. The converse may also be true in some cases. These items must be reclassified. 

d. IAS 32 has principles for classifying items as financial liabilities or equity. Thus mandatorily redeemable preferred shares and puttable shares that may have been classified as equity under previous GAAP would be reclassified as liabilities in the opening IFRS balance sheet. 

· Note that IFRS 1 makes an exception from the "split-accounting" provisions of IAS 32. If the liability component of a compound financial instrument is no longer outstanding at the date of the opening IFRS balance sheet, the entity is not required to reclassify out of retained earnings and into other equity the original equity component of the compound instrument. 

e. The reclassification principle would apply for the purpose of defining reportable segments under IAS 14. 

f. The scope of consolidation might change depending on the consistency of the previous-GAAP requirements to those in IAS 27. In some cases, IFRS will require consolidated financial statements where they were not required before. 

g. Some offsetting (netting) of assets and liabilities or of income and expense items that had been acceptable under previous GAAP may no longer be acceptable under IFRS. 

4. Measurement. The general measurement principle – there are several significant exceptions noted below – is to apply IFRS in measuring all recognised assets and liabilities. Therefore, if an entity adopts IFRS for the first time in its annual financial statements for the year ended 31 December 2005, in general it would use the measurement principles in IFRSs in force at 31 December 2005. 

5. Adjustments required to move from previous GAAP to IFRS at the time of first-time adoption. These should be recognised directly in retained earnings or other appropriate category of equity at the date of transition to IFRSs. 

How to recognise adjustments required to move from previous GAAP to IFRSs 

Adjustments required to move from previous GAAP to IFRSs at the time of first-time adoption should be recognised directly in retained earnings or, if appropriate, another category of equity at the date of transition to IFRSs. 

Exceptions to the basic measurement principle in IFRS 1 

1. Optional exceptions. There are some important exceptions to the general restatement and measurement principles set out above. The following exceptions are individually optional, not mandatory: 

Business combinations that occurred before opening balance sheet date 

a. An entity may keep the original previous-GAAP accounting, that is, not restate: 

· previous mergers or goodwill written-off from reserves; 

· the carrying amounts of assets and liabilities recognised at the date of acquisition or merger; 

· how goodwill was initially determined (do not adjust the purchase price allocation on acquisition). 

b. However, should it wish to do so, an entity can elect to restate all business combinations starting from a date it selects prior to the opening balance sheet date. 

c. In all cases, the entity must make an initial IAS 36 impairment test of any remaining goodwill in the opening IFRS balance sheet, after reclassifying, as appropriate, previous GAAP intangibles to goodwill. 

d. IFRS 1 includes an appendix explaining how a first-time adopter should account for business combinations that occurred prior to transition to IFRS. 

Property, plant, and equipment, intangible assets, and investment property carried under the cost model 

a. These assets may be measured at their fair value at the opening IFRS balance sheet date (this option applies to intangible assets only if an active market exists). Fair value becomes the "deemed cost" going forward under the IFRS cost model. (Deemed cost is an amount used as a surrogate for cost or depreciated cost at a given date.) 

b. If, before the date of its first IFRS balance sheet, the entity had revalued any of these assets under its previous GAAP either to fair value or to a price-index-adjusted cost, that previous-GAAP revalued amount at the date of the revaluation can become the deemed cost of the asset under IFRS. 

c. If, before the date of its first IFRS balance sheet, the entity had made a one-time revaluation of assets or liabilities to fair value because of a privatisation or initial public offering, and the revalued amount became deemed cost under the previous GAAP, that amount (adjusted for any subsequent depreciation, amortisation, and impairment) would continue to be deemed cost after the initial adoption of IFRS. 

IAS 19 - Employee benefits: actuarial gains and losses 

An entity may elect to recognise all cumulative actuarial gains and losses for all defined benefit plans at the opening IFRS balance sheet date (that is, reset any corridor recognised under previous GAAP to zero), even if it elects to use the IAS 19 corridor approach for actuarial gains and losses that arise after first-time adoption of IFRS. If an entity does not elect to apply this exemption, it must restate all defined benefit plans under IAS 19 since the inception of those plans (which may differ from the effective date of IAS 19). 

IAS 21 - Accumulated translation reserves 

An entity may elect to recognise all translation adjustments arising on the translation of the financial statements of foreign entities in accumulated profits or losses at the opening IFRS balance sheet date (that is, reset the translation reserve included in equity under previous GAAP to zero). If the entity elects this exemption, the gain or loss on subsequent disposal of the foreign entity will be adjusted only by those accumulated translation adjustments arising after the opening IFRS balance sheet date. If the entity does not elect to apply this exemption, it must restate the translation reserve for all foreign entities since they were acquired or created. 

2. Mandatory exceptions. There are also three important exceptions to the general restatement and measurement principles set out above that are mandatory, not optional. These are: 

IAS 39 - Derecognition of financial instruments 

A first-time adopter is not permitted to recognise financial assets or financial liabilities that had been derecognised under its previous GAAP in a financial year beginning before 1 January 2001 (the effective date of IAS 39). This is consistent with the transition provision in IAS 39.172(a). However, if an SPE was used to effect the derecognition of financial instruments and the SPE is controlled at the opening IFRS balance sheet date, the SPE must be consolidated. 

IAS 39 - Hedge accounting 

The conditions in IAS 39.122-152 for a hedging relationship that qualifies for hedge accounting are applied as of the opening IFRS balance sheet date. The hedge accounting practices, if any, that were used in periods prior to the opening IFRS balance sheet may not be retrospectively changed. This is consistent with the transition provision in IAS 39.172(b). Some adjustments may be needed to take account of the existing hedging relationships under previous GAAP at the opening balance sheet date. 

Information to be used in preparing IFRS estimates retrospectively 

In preparing IFRS estimates retrospectively, the entity must use the inputs and assumptions that had been used to determine previous GAAP estimates in periods before the date of transition to IFRS, provided that those inputs and assumptions are consistent with IFRS. The entity is not permitted to use information that became available only after the previous-GAAP estimates were made except to correct an error. 

Changes to disclosures 

For many entities, new areas of disclosure will be added that were not requirements under the previous GAAP (perhaps segment information, earnings per share, discontinuing operations, contingencies, and fair values of all financial instruments) and disclosures that had been required under previous GAAP will be broadened (perhaps related party disclosures). 

Disclosure of selected financial data for periods before the first IFRS balance sheet 

IAS 1 only requires one year of full comparative financial statements. If a first-time adopter wants to disclose selected financial information for periods before the date of the opening IFRS balance sheet, it is not required to conform that information to IFRS. Conforming that earlier selected financial information to IFRSs is optional. 

If the entity elects to present the earlier selected financial information based on its previous GAAP rather than IFRS, it must prominently label that earlier information as not complying with IFRS and, further, it must disclose the nature of the main adjustments that would make that information comply with IFRS. This latter disclosure is narrative and not necessarily quantified. 

Of course, if the entity elects to present more than one year of full comparative prior period financial statements at the time of its transition to IFRSs, that will change the date of the opening IFRS balance sheet. 

Disclosures in the financial statements of a first-time adopter 

IFRS 1 requires disclosures that explain how the transition from previous GAAP to IFRS affected the entity's reported financial position, financial performance, and cash flows. This includes: 

1. Reconciliations of equity reported under previous GAAP to equity under IFRS both (a) at the date of the opening IFRS balance sheet and (b) the end of the last annual period reported under the previous GAAP. For an entity adopting IFRSs for the first time in its 31 December 2005 financial statements, the reconciliations would be as of 1 January 2004 and 31 December 2004. 

2. Reconciliations of profit or loss for the last annual period reported under the previous GAAP to profit or loss under IFRSs for the same period. 

3. Explanation of material adjustments that were made, in adopting IFRSs for the first time, to the balance sheet, income statement, and cash flow statement. 

4. If errors in previous-GAAP financial statements were discovered in the course of transition to IFRSs, those must be separately disclosed. 

5. If the entity recognised or reversed any impairment losses in preparing its opening IFRS balance sheet, these must be disclosed. 

6. Appropriate explanations if the entity has availed itself of any of the specific recognition and measurement exemptions permitted under IFRS 1 - for instance, if it used fair values as deemed cost. 

Disclosure of an impending change to IFRS 

If an entity is going to adopt IFRS for the first time in its annual financial statements for the year ended 31 December 2005, certain disclosure are required in its interim financial statements prior to the 31 December 2005 statements, but only those interim financial statements purport to comply with IAS 34. Explanatory information and a reconciliation are required in the interim report that immediately precedes the first set of IFRS annual financial statements. The information includes changes in accounting policies compared to those under previous GAAP. 

Compliance in interim reports in the year of first-time adoption of IFRS 

If an entity that adopts IFRS for the first time in its annual financial statements for the year ended 31 December 2005, it is required to apply IFRS 1 in its interim financial reports for periods within the year ended 31 December 2005 if those interim reports are described as conforming to International Financial Reporting Standards. It would not be required to apply IFRS 1 if those interim reports are described as conforming to previous GAAP. 

Different IFRS adoption dates of investor and investee 

A parent or investor may become a first-time adopter earlier than or later than its subsidiary, associate, or joint venture investee. In these cases, IFRS 1 is applied as follows: 

1. If the subsidiary has adopted IFRSs in its entity-only financial statements before the group to which it belongs adopts IFRS for the consolidated financial statements, then the subsidiary's first-time adoption date is still the date at which it adopted IFRS for the first-time, not that of the group. However, the group must use the IFRS measurements of the subsidiary's assets and liabilities for its first IFRS financial statements except for adjustments relating to the business combinations exemption and to conform group accounting policies. 

2. If the group adopts IFRSs before the subsidiary adopts IFRSs in its entity-only financial statements, then the subsidiary has an option either (a) to elect that the group date of IFRS adoption is its transition date or (b) to first-time adopt in its entity-only financial statements. 

3. If the group adopts IFRSs before the parent adopts IFRSs in its entity-only financial statements, then the parent's first-time adoption date is the date at which the group adopted IFRSs for the first time. 

4. If the group adopts IFRSs before its associate or joint venture adopts IFRSs in its entity-only financial statements, then the associate or joint venture should have the option to elect that either the group date of IFRS adoption is its transition date or to first-time adopt in its entity-only financial statements. 

 SUMMARY OF IAS 2 - INVENTORIES

Objective of IAS 2 

The objective of IAS 2 is to prescribe the accounting treatment for inventories. It provides guidance for determining the cost of inventories and for subsequently recognising an expense, including any write-down to net realisable value. It also provides guidance on the cost formulas that are used to assign costs to inventories. 

Scope 

Inventories include assets held for sale in the ordinary course of business (finished goods), assets in the production process for sale in the ordinary course of business (work in process), and materials and supplies that are consumed in production (raw materials). [IAS 2.6] 

However, IAS 2 excludes certain inventories from its scope: [IAS 2.2] 

· work in process arising under construction contracts (see IAS 11, Construction Contracts 

· financial instruments (see IAS 39, Financial Instruments) 

· biological assets related to agricultural activity and agricultural produce at the point of harvest (see IAS 41, Agriculture). 

Also, while the following are within the scope of the standard, IAS 2 does not apply to the measurement of inventories held by: [IAS 2.3] 

· producers of agricultural and forest products, agricultural produce after harvest, and minerals and mineral products, to the extent that they are measured at net realisable value (above or below cost) in accordance with well-established practices in those industries. When such inventories are measured at net realisable value, changes in that value are recognised in profit or loss in the period of the change. 

· commodity brokers and dealers who measure their inventories at fair value less costs to sell. When such inventories are measured at fair value less costs to sell, changes in fair value less costs to sell are recognised in profit or loss in the period of the change. 

Fundamental Principle of IAS 2 

Inventories are required to be stated at the lower of cost and net realisable value (NRV). [IAS 2.9] 

Measurement of Inventories 

Cost should include all: [IAS 2.10] 

· costs of purchase (including taxes, transport, and handling) net of trade discounts received 

· costs of conversion (including fixed and variable manufacturing overheads) and 

· other costs incurred in bringing the inventories to their present location and condition 

Inventory cost should not include: [IAS 2.16-2.18] 

· abnormal waste 

· storage costs 

· administrative overheads unrelated to production 

· selling costs 

· foreign exchange differences arising directly on the recent acquisition of inventories invoiced in a foreign currency 

· interest cost when inventories are purchased with deferred settlement terms. 

The standard cost and retail methods may be used for the measurement of cost, provided that the results approximate actual cost. [IAS 2.21-22] 

For inventory items that are not interchangeable, specific costs are attributed to the specific individual items of inventory. [IAS 2.23] 

For items that are interchangeable, IAS 2 allows the FIFO or weighted average cost formulas. [IAS 2.25] The LIFO formula, which had been allowed prior to the 2003 revision of IAS 2, is no longer allowed. 

The same cost formula should be used for all inventories with similar characteristics as to their nature and use to the enterprise. For groups of inventories that have different characteristics, different cost formulas may be justified. [IAS 2.25] 

Write-Down to Net Realisable Value 

NRV is the estimated selling price in the ordinary course of business, less the estimated cost of completion and the estimated costs necessary to make the sale. [IAS 2.6] Any write-down to NRV should be recognised as an expense in the period in which the write-down occurs. Any reversal should be recognised in the income statement in the period in which the reversal occurs. [IAS 2.34] 

Expense Recognition 

IAS 18, Revenue, addresses revenue recognition for the sale of goods. When inventories are sold and revenue is recognised, the carrying amount of those inventories is recognised as an expense (often called cost-of-goods-sold). Any write-down to NRV and any inventory losses are also recognised as an expense when they occur. [IAS 2.34] 

Disclosure 

Required disclosures: [IAS 2.36] 

· accounting policy for inventories. 

· carrying amount, generally classified as merchandise, supplies, materials, work in progress, and finished goods. The classifications depend on what is appropriate for the enterprise. 

· carrying amount of any inventories carried at fair value less costs to sell. 

· amount of any write-down of inventories recognised as an expense in the period. 

· amount of any reversal of a writedown to NRV and the circumstances that led to such reversal. 

· carrying amount of inventories pledged as security for liabilities. 

cost of inventories recognised as expense (cost of goods sold). IAS 2 acknowledges that some enterprises classify income statement expenses by nature (materials, labour, and so on) rather than by function (cost of goods sold, selling expense, and so on). Accordingly, as an alternative to disclosing cost of goods sold expense, IAS 2 allows an enterprise to disclose operating costs recognised during the period by nature of the cost (raw materials and consumables, labour costs, other operating costs) and the amount of the net change in inventories for the period). This is consistent with IAS 1, Presentation of Financial Statements, which allows presentation of expenses by function or nature.

SUMMARY OF IAS 7- CASH FLOW STATEMENTS

Objective of IAS 7 

The objective of IAS 7 is to require the presentation of information about the historical changes in cash and cash equivalents of an enterprise by means of a statement of cash flows, which classifies cash flows during the period according to operating, investing, and financing activities. 

Fundamental Principle in IAS 7 

All enterprises that prepare financial statements in conformity with IFRSs are required to present a statement of cash flows. [IAS 7.1] 

The statement of cash flows analyses changes in cash and cash equivalents during a period. Cash and cash equivalents comprise cash on hand and demand deposits, together with short-term, highly liquid investments that are readily convertible to a known amount of cash, and that are subject to an insignificant risk of changes in value. Guidance notes indicate that an investment normally meets the definition of a cash equivalent when it has a maturity of three months or less from the date of acquisition. Equity investments are normally excluded, unless they are in substance a cash equivalent (e.g. preferred shares acquired within three months of their specified redemption date). Bank overdrafts which are repayable on demand and which form an integral part of an enterprise's cash management are also included as a component of cash and cash equivalents. [IAS 7.7-8] 

Presentation of the Statement of Cash Flows 

Cash flows must be analysed between operating, investing and financing activities. [IAS 7.10] 

Key principles specified by IAS 7 for the preparation of a statement of cash flows are as follows: 

· operating activities are the main revenue-producing activities of the enterprise that are not investing or financing activities, so operating cash flows include cash received from customers and cash paid to suppliers and employees [IAS 7.14] 

· investing activities are the acquisition and disposal of long-term assets and other investments that are not considered to be cash equivalents [IAS 7.6] 

· financing activities are activities that alter the equity capital and borrowing structure of the enterprise [IAS 7.6] 

· interest and dividends received and paid may be classified as operating, investing, or financing cash flows, provided that they are classified consistently from period to period [IAS 7.31] 

· cash flows arising from taxes on income are normally classified as operating, unless they can be specifically identified with financing or investing activities [IAS 7.35] 

· for operating cash flows, the direct method of presentation is encouraged, but the indirect method is acceptable [IAS 7.18] 

The direct method shows each major class of gross cash receipts and gross cash payments. The operating cash flows section of the statement of cash flows under the direct method would appear something like this: 

Cash receipts from customers 
xx,xxx

Cash paid to suppliers 
xx,xxx

Cash paid to employees 
xx,xxx

Cash paid for other operating expenses 
xx,xxx

Interest paid 
xx,xxx

Income taxes paid 
xx,xxx

Net cash from operating activities 
xx,xxx

The indirect method adjusts accrual basis net profit or loss for the effects of non-cash transactions. The operating cash flows section of the statement of cash flows under the indirect method would appear something like this: 

Profit before interest and income taxes 
 
xx,xxx

Add back depreciation 
 
xx,xxx

Add back amortisation of goodwill 
 
xx,xxx

Increase in receivables 
 
xx,xxx

Decrease in inventories 
 
xx,xxx

Increase in trade payables 
 
xx,xxx

Interest expense 
xx,xxx


Less Interest accrued but not yet paid 
xx,xxx
 

Interest paid 
 
xx,xxx

Income taxes paid 
 
xx,xxx

Net cash from operating activities 
 
xx,xxx

· cash flows relating to extraordinary items should be classified as operating, investing or financing as appropriate and should be separately disclosed [IAS 7.29] 

· the exchange rate used for translation of transactions denominated in a foreign currency and the cash flows of a foreign subsidiary should be the rate in effect at the date of the cash flows [IAS 7.25] 

· cash flows of foreign subsidiaries should be translated at the exchange rates prevailing when the cash flows took place [IAS 7.26] 

· as regards the cash flows of associates and joint ventures, where the equity method is used, the statementof cash flows should report only cash flows between the investor and the investee; where proportionate consolidation is used, the cash flow statement should include the venturer's share of the cash flows of the investee [IAS 7.37-38] 

· aggregate cash flows relating to acquisitions and disposals of subsidiaries and other business units should be presented separately and classified as investing activities, with specified additional disclosures. The aggregate cash paid or received as consideration should be reported net of cash and cash equivalents acquired or disposed of [IAS 7.39] 

· cash flows from investing and financing activities should be reported gross by major class of cash receipts and major class of cash payments except for the following cases, which may be reported on a net basis: [IAS 7.22-24] 

· cash receipts and payments on behalf of customers (for example, receipt and repayment of demand deposits by banks, and receipts collected on behalf of and paid over to the owner of a property) 

· cash receipts and payments for items in which the turnover is quick, the amounts are large, and the maturities are short, generally less than three months (for example, charges and collections from credit card customers, and purchase and sale of investments) 

· cash receipts and payments relating to fixed maturity deposits 

· cash advances and loans made to customers and repayments thereof 

· investing and financing transactions which do not require the use of cash should be excluded from the statementof cash flows, but they should be separately disclosed elsewhere in the financial statements [IAS 7.43] 

· the components of cash and cash equivalents should be disclosed, and a reconciliation presented to amounts reported in the statement of financial position [IAS 7.45] 

· the amount of cash and cash equivalents held by the enterprise that is not available for use by the group should be disclosed, together with a commentary by management [IAS 7.48] 

SUMMARY OF IAS 8 - Accounting Policies, Changes in Accounting Estimates and Errors

Key Definitions [IAS 8.5] 

· Accounting policies are the specific principles, bases, conventions, rules and practices applied by an entity in preparing and presenting financial statements. 

· A change in accounting estimate is an adjustment of the carrying amount of an asset or liability, or related expense, resulting from reassessing the expected future benefits and obligations associated with that asset or liability. 

· International Financial Reporting Standards are standards and interpretations adopted by the International Accounting Standards Board (IASB). They comprise: 

· International Financial Reporting Standards (IFRSs); 

· International Accounting Standards (IASs); and 

· Interpretations developed by the International Financial Reporting Interpretations Committee (IFRIC) or the former Standing Interpretations Committee (SIC) and approved by the IASB. 

· Materiality. Omissions or misstatements of items are material if they could, by their size or nature, individually or collectively, influence the economic decisions of users taken on the basis of the financial statements. 

· Prior period errors are omissions from, and misstatements in, an entity's financial statements for one or more prior periods arising from a failure to use, or misuse of, reliable information that was available and could reasonably be expected to have been obtained and taken into account in preparing those statements. Such errors result from mathematical mistakes, mistakes in applying accounting policies, oversights or misinterpretations of facts, and fraud. 

Selection and Application of Accounting Policies 

When a Standard or an Interpretation specifically applies to a transaction, other event or condition, the accounting policy or policies applied to that item must be determined by applying the Standard or Interpretation and considering any relevant Implementation Guidance issued by the IASB for the Standard or Interpretation. [IAS 8.7] 

In the absence of a Standard or an Interpretation that specifically applies to a transaction, other event or condition, management must use its judgement in developing and applying an accounting policy that results in information that is relevant and reliable. [IAS 8.10]. In making that judgement, management must refer to, and consider the applicability of, the following sources in descending order: 

· the requirements and guidance in IASB standards and interpretations dealing with similar and related issues; and 

· the definitions, recognition criteria and measurement concepts for assets, liabilities, income and expenses in the Framework. [IAS 8.11] 

Management may also consider the most recent pronouncements of other standard-setting bodies that use a similar conceptual framework to develop accounting standards, other accounting literature and accepted industry practices, to the extent that these do not conflict with the sources in paragraph 11. [IAS 8.12] 

Consistency of Accounting Policies 

An entity shall select and apply its accounting policies consistently for similar transactions, other events and conditions, unless a Standard or an Interpretation specifically requires or permits categorisation of items for which different policies may be appropriate. If a Standard or an Interpretation requires or permits such categorisation, an appropriate accounting policy shall be selected and applied consistently to each category. [IAS 8.13] 

Changes in Accounting Policies 

An entity is permitted to change an accounting policy only if the change: 

· is required by a standard or interpretation; or 

· results in the financial statements providing reliable and more relevant information about the effects of transactions, other events or conditions on the entity's financial position, financial performance, or cash flows. [IAS 8.14] 

Note that changes in accounting policies do not include applying an accounting policy to a kind of transaction or event that did not exist in the past. [IAS 8.16] 

If a change in accounting policy is required by a new IASB standard or interpretation, the change is accounted for as required by that new pronouncement or, if the new pronouncement does not include specific transition provisions, then the change in accounting policy is applied retrospectively. [IAS 8.19] 

Retrospective application means adjusting the opening balance of each affected component of equity for the earliest prior period presented and the other comparative amounts disclosed for each prior period presented as if the new accounting policy had always been applied. [IAS 8.22] 

· However, if it is impracticable to determine either the period-specific effects or the cumulative effect of the change for one or more prior periods presented, the entity shall apply the new accounting policy to the carrying amounts of assets and liabilities as at the beginning of the earliest period for which retrospective application is practicable, which may be the current period, and shall make a corresponding adjustment to the opening balance of each affected component of equity for that period. [IAS 8.24] 

· Also, if it is impracticable to determine the cumulative effect, at the beginning of the current period, of applying a new accounting policy to all prior periods, the entity shall adjust the comparative information to apply the new accounting policy prospectively from the earliest date practicable. [IAS 8.25] 

Disclosures Relating to Changes in Accounting Policies 

Disclosures relating to changes in accounting policy caused by a new standard or interpretation include: [IAS 8.28] 

· the title of the standard or interpretation causing the change; 

· the nature of the change in accounting policy; 

· a description of the transitional provisions, including those that might have an effect on future periods; 

· for the current period and each prior period presented, to the extent practicable, the amount of the adjustment: 

· for each financial statement line item affected; and 

· for basic and diluted earnings per share (only if the entity is applying IAS 33); 

· the amount of the adjustment relating to periods before those presented, to the extent practicable; and 

· if retrospective application is impracticable, an explanation and description of how the change in accounting policy was applied. 

Financial statements of subsequent periods need not repeat these disclosures. 

Disclosures relating to voluntary changes in accounting policy include: [IAS 8.29] 

· the nature of the change in accounting policy; 

· the reasons why applying the new accounting policy provides reliable and more relevant information; 

· for the current period and each prior period presented, to the extent practicable, the amount of the adjustment: 

· for each financial statement line item affected; and 

· for basic and diluted earnings per share (only if the entity is applying IAS 33); 

· the amount of the adjustment relating to periods before those presented, to the extent practicable; and 

· if retrospective application is impracticable, an explanation and description of how the change in accounting policy was applied. 

Financial statements of subsequent periods need not repeat these disclosures. 

If an entity has not applied a new standard or interpretation that has been issued but is not yet effective, the entity must disclose that fact and any and known or reasonably estimable information relevant to assessing the possible impact that the new pronouncement will have in the year it is applied. [IAS 8.30] 

Changes in Accounting Estimate 

The effect of a change in an accounting estimate shall be recognised prospectively by including it in profit or loss in: [IAS 8.36] 

· the period of the change, if the change affects that period only; or 

· the period of the change and future periods, if the change affects both. 

However, to the extent that a change in an accounting estimate gives rise to changes in assets and liabilities, or relates to an item of equity, it is recognised by adjusting the carrying amount of the related asset, liability, or equity item in the period of the change. [IAS 8.37] 

Disclosures Relating to Changes in Accounting Estimate 

Disclose: 

· the nature and amount of a change in an accounting estimate that has an effect in the current period or is expected to have an effect in future periods 

· if the amount of the effect in future periods is not disclosed because estimating it is impracticable, an entity shall disclose that fact. [IAS 8.39-40] 

Errors 

The general principle in IAS 8 is that an entity must correct all material prior period errors retrospectively in the first set of financial statements authorised for issue after their discovery by: [IAS 8.42] 

· restating the comparative amounts for the prior period(s) presented in which the error occurred; or 

· if the error occurred before the earliest prior period presented, restating the opening balances of assets, liabilities and equity for the earliest prior period presented. 

However, if it is impracticable to determine the period-specific effects of an error on comparative information for one or more prior periods presented, the entity must restate the opening balances of assets, liabilities, and equity for the earliest period for which retrospective restatement is practicable (which may be the current period). [IAS 8.44] 

Further, if it is impracticable to determine the cumulative effect, at the beginning of the current period, of an error on all prior periods, the entity must restate the comparative information to correct the error prospectively from the earliest date practicable. [IAS 8.45] 

Disclosures Relating to Prior Period Errors 

Disclosures relating to prior period errors include: [IAS 8.49] 

· the nature of the prior period error; 

· for each prior period presented, to the extent practicable, the amount of the correction: 

· for each financial statement line item affected; and 

· for basic and diluted earnings per share (only if the entity is applying IAS 33); 

· the amount of the correction at the beginning of the earliest prior period presented; and 

· if retrospective restatement is impracticable, an explanation and description of how the error has been corrected. 

Financial statements of subsequent periods need not repeat these disclosures.

SUMMARY OF IAS 10 – EVENTS AFTER THE REPORTING PERIOD

Key Definitions 

Event after the reporting period: An event, which could be favourable or unfavourable, that occurs between the end of the reporting period and the date that the financial statements are authorised for issue. [IAS 10.3] 

Adjusting event: An event after the reporting period that provides further evidence of conditions that existed at the end of the reporting period, including an event that indicates that the going concern assumption in relation to the whole or part of the enterprise is not appropriate. [IAS 10.3] 

Non-adjusting event: An event after the reporting period that is indicative of a condition that arose after the end of the reporting period. [IAS 10.3] 

Accounting 

· Adjust financial statements for adjusting events – events after the balance sheet date that provide further evidence of conditions that existed at the end of the reporting period, including events that indicate that the going concern assumption in relation to the whole or part of the enterprise is not appropriate. [IAS 10.8] 

· Do not adjust for non-adjusting events – events or conditions that arose after the end of the reporting period. [IAS 10.10] 

· If an entity declares dividends after the reporting period, the entity shall not recognise those dividends as a liability at the end of the reporting period. That is a non-adjusting event. [IAS 10.12] 

Going Concern Issues Arising After End of the Reporting Period 

An entity shall not prepare its financial statements on a going concern basis if management determines after the end of the reporting period either that it intends to liquidate the entity or to cease trading, or that it has no realistic alternative but to do so. [IAS 10.14] 

Disclosure 

Non-adjusting events should be disclosed if they are of such importance that non-disclosure would affect the ability of users to make proper evaluations and decisions. The required disclosure is (a) the nature of the event and (b) an estimate of its financial effect or a statement that a reasonable estimate of the effect cannot be made. [IAS 10.21] 

A company should update disclosures that relate to conditions that existed at the end of the reporting period to reflect any new information that it receives after the reporting period about those conditions. [IAS 10.19] 

Companies must disclose the date when the financial statements were authorised for issue and who gave that authorisation. If the enterprise's owners or others have the power to amend the financial statements after issuance, the enterprise must disclose that fact. [IAS 10.17

SUMMARY OF IAS 11- CONSTRUCTION CONTRACTS

Objective of IAS 11 

The objective of IAS 11 is to prescribe the accounting treatment of revenue and costs associated with construction contracts. 

What Is a Construction Contract? 

A construction contract is a contract specifically negotiated for the construction of an asset or a group of interrelated assets. [IAS 11.3] 

Under IAS 11, if a contract covers two or more assets, the construction of each asset should be accounted for separately if (a) separate proposals were submitted for each asset, (b) portions of the contract relating to each asset were negotiated separately, and (c) costs and revenues of each asset can be measured. Otherwise, the contract should be accounted for in its entirety. [IAS 11.8] 

Two or more contracts should be accounted for as a single contract if they were negotiated together and the work is interrelated. [IAS 11.9] 

If a contract gives the customer an option to order one or more additional assets, construction of each additional asset should be accounted for as a separate contract if either (a) the additional asset differs significantly from the original asset(s) or (b) the price of the additional asset is separately negotiated. [IAS 11.10] 

What Is Included in Contract Revenue and Costs? 

Contract revenue should include the amount agreed in the initial contract, plus revenue from alternations in the original contract work, plus claims and incentive payments that (a) are expected to be collected and (b) that can be measured reliably. [IAS 11.11] 

Contract costs should include costs that relate directly to the specific contract, plus costs that are attributable to the contractor's general contracting activity to the extent that they can be reasonably allocated to the contract, plus such other costs that can be specifically charged to the customer under the terms of the contract. [IAS 11.16] 

Accounting 

If the outcome of a construction contract can be estimated reliably, revenue and costs should be recognised in proportion to the stage of completion of contract activity. This is known as the percentage of completion method of accounting. [IAS 11.22] To be able to estimate the outcome of a contract reliably, the enterprise must be able to make a reliable estimate of total contract revenue, the stage of completion, and the costs to complete the contract. [IAS 11.23-24] 

If the outcome cannot be estimated reliably, no profit should be recognised. Instead, contract revenue should be recognised only to the extent that contract costs incurred are expected to be recoverable and contract costs should be expensed as incurred. [IAS 11.32] 

The stage of completion of a contract can be determined in a variety of ways - including the proportion that contract costs incurred for work performed to date bear to the estimated total contract costs, surveys of work performed, or completion of a physical proportion of the contract work. [IAS 11.30] 

An expected loss on a construction contract should be recognised as an expense as soon as such loss is probable. [IAS 11.22 and 11.36] 

Disclosure 

· amount of contract revenue recognised; [IAS 11.39(a)] 

· method used to determine revenue; [IAS 11.39(b)] 

· method used to determine stage of completion; [IAS 11.39(c)] and 

· for contracts in progress at balance sheet date: [IAS 11.40]

· aggregate costs incurred and recognised profit

· amount of advances received

· amount of retentions 

Presentation 

The gross amount due from customers for contract work should be shown as an asset. [IAS 11.42] 

The gross amount due to customers for contract work should be shown as a liability. [IAS 11.42]

SUMMARY OF IAS 12 – ACCOUNTING TREATMENT FOR INCOME TAXES

Objective of IAS 12 

The objective of IAS 12 (Revised 1996) is to prescribe the accounting treatment for income taxes. 

Key Definitions [IAS 12.5] 

Temporary difference: A difference between the carrying amount of an asset or liability and its tax base. 

Taxable temporary difference: A temporary difference that will result in taxable amounts in the future when the carrying amount of the asset is recovered or the liability is settled. 

Deductible temporary difference: A temporary difference that will result in amounts that are tax deductible in the future when the carrying amount of the asset is recovered or the liability is settled. 

Current Tax 

Current tax for the current and prior periods should be recognised as a liability to the extent that it has not yet been settled, and as an asset to the extent that the amounts already paid exceed the amount due. [IAS 12.12] The benefit of a tax loss which can be carried back to recover current tax of a prior period should be recognised as an asset. [IAS 12.13] Current tax assets and liabilities should be measured at the amount expected to be paid to (recovered from) taxation authorities, using the rates/laws that have been enacted or substantively enacted by the balance sheet date. [IAS 12.46] 

Recognition of Deferred Tax Liabilities 

The general principle in IAS 12 is that deferred tax liabilities should be recognised for all taxable temporary differences. There are 3 exceptions to the requirement to recognise a deferred tax liability, as follows: [IAS 12.15] 

· liabilities arising from goodwill for which amortisation is not deductible for tax purposes; 

· liabilities arising from the initial recognition of an asset/liability other than in a business combination which, at the time of the transaction, does not affect either the accounting or the taxable profit; and 

· liabilities arising from undistributed profits from investments where the enterprise is able to control the timing of the reversal of the difference and it is probable that the reversal will not occur in the foreseeable future. 

Recognition of Deferred Tax Assets 

A deferred tax asset should be recognised for deductible temporary differences, unused tax losses and unused tax credits to the extent that it is probable that taxable profit will be available against which the deductible temporary differences can be utilised, unless the deferred tax asset arises from: [IAS 12.24] 

· negative goodwill which was treated as deferred income under IAS 22 Business Combinations; or 

· the initial recognition of an asset/liability other than in a business combination which, at the time of the transaction, does not affect the accounting or the taxable profit. 

Deferred tax assets for deductible temporary differences arising from investments in subsidiaries, associates, branches and joint ventures should be recognised to the extent that it is probable that the temporary difference will reverse in the foreseeable future and that taxable profit will be available against which the temporary difference will be utilised. [IAS 12.44] 

The carrying amount of deferred tax assets should be reviewed at the end of each reporting period and reduced to the extent that it is no longer probable that sufficient taxable profit will be available to allow the benefit of part or all of that deferred tax asset to be utilised. Any such reduction should be subsequently reversed to the extent that it becomes probable that sufficient taxable profit will be available. [IAS 12.37] 

A deferred tax asset should be recognised for an unused tax loss carryforward or unused tax credit if, and only if, it is considered probable that there will be sufficient future taxable profit against which the loss or credit carryforwards can be utilised. [IAS 12.34] 

Measurement of Deferred Tax Assets and Liabilities 

Deferred tax assets and liabilities should be measured at the tax rates that are expected to apply to the period when the asset is realised or the liability is settled (liability method), based on tax rates/laws that have been enacted or substantively enacted by the end of the reporting period. [IAS 12.47] The measurement should reflect the entity's expectations, at the balance sheet date, as to the manner in which the carrying amount of its assets and liabilities will be recovered or settled. [IAS 12.51] 

Deferred tax assets and liabilities should not be discounted. [IAS 12.53] 

Recognition of Tax Expense or Income 

Current and deferred tax should be recognised as income or expense and included in profit or loss for the period, except to the extent that the tax arises from: [IAS 12.58] 

· a transaction or event that is recognised directly in equity; or 

· a business combination accounted for as an acquisition. 

If the tax relates to items that are credited or charged directly to equity, the tax should also be charged or credited directly to equity. [IAS 12.61] 

If the tax arises from a business combination that is an acquisition, it should be recognised as an identifiable asset or liability at the date of acquisition in accordance with IFRS 3 Business Combinations (thus affecting goodwill or negative goodwill). 

Tax Consequences of Dividends 

In some jurisdictions, income taxes are payable at a higher or lower rate if part or all of the net profit or retained earnings is paid out as a dividend. In other jurisdictions, income taxes may be refundable if part or all of the net profit or retained earnings is paid out as a dividend. Possible future dividend distributions or tax refunds should not be anticipated in measuring deferred tax assets and liabilities. [IAS 12.52A] 

IAS 10, Events after the Reporting Period, requires disclosure, and prohibits accrual, of a dividend that is proposed or declared after the end of the reporting period but before the financial statements were authorised for issue. IAS 12 requires disclosure of the tax consequences of such dividends as well as disclosure of the nature and amounts of the potential income tax consequences of dividends. [IAS 12.82A] 

Presentation 

Current tax assets and current tax liabilities should be offset on the balance sheet only if the enterprise has the legal right and the intention to settle on a net basis. [IAS 12.71] 

Deferred tax assets and deferred tax liabilities should be offset on the balance sheet only if the enterprise has the legal right to settle on a net basis and they are levied by the same taxing authority on the same entity or different entities that intend to realise the asset and settle the liability at the same time. [IAS 12.74] 

Disclosure 

In addition to the disclosures required by IAS 12, some disclosures relating to income taxes are required by IAS 1, as noted below. 

· IAS 1 requires disclosures on the face of the statement of financial position about current tax assets, current tax liabilities, deferred tax assets, and deferred tax liabilities [IAS 1.54(n) and (o)] 

· IAS 1 requires disclosure of tax expense (tax income) on the face of the statement of comprehensive income [IAS 1.82(d)]. 

· IAS 12 requires disclosure of tax expense (tax income) relating to ordinary activities on the face of the statement of comprehensive income [IAS 12.77]. 

· IAS 12 requires that if an entity presents a statement of income, in addition to a statement of comprehensive income, tax expense (income) from ordinary activities should be presented in the statement of income. [IAS 12.77A] 

· major components of tax expense (tax income) [IAS 12.79] Examples include: [IAS 12.80] 

· current tax expense (income); 

· any adjustments of taxes of prior periods 

· amount of deferred tax expense (income) relating to the origination and reversal of temporary differences; 

· amount of deferred tax expense (income) relating to changes in tax rates or the imposition of new taxes; 

· amount of the benefit arising from a previously unrecognised tax loss, tax credit or temporary difference of a prior period 

· write down, or reversal of a previous write down, of a deferred tax asset; and 

· amount of tax expense (income) relating to changes in accounting policies and corrections of errors 

· aggregate current and deferred tax relating to items reported directly in equity [IAS 12.81] 

· tax relating to each component of other comprehensive income [IAS 12.81] 

· explanation of the relationship between tax expense (income) and the tax that would be expected by applying the current tax rate to accounting profit or loss (this can be presented as a reconciliation of amounts of tax or a reconciliation of the rate of tax) [IAS 12.81] 

· changes in tax rates [IAS 12.81] 

· amounts and other details of deductible temporary differences, unused tax losses, and unused tax credits [IAS 12.81] 

· temporary differences associated with investments in subsidiaries, associates, branches, and joint ventures [IAS 12.81] 

· for each type of temporary difference and unused tax loss and credit, the amount of deferred tax assets or liabilities recognised in the statement of financial position and the amount of deferred tax income or expense recognised in the income statement [IAS 12.81] 

· tax relating to discontinued operations [IAS 12.81] 

· tax consequences of dividends declared after the end of the reporting period[IAS 12.81] 

· details of deferred tax assets [IAS 12.82] 

· tax consequences of future dividend payments [IAS 1.82A]

SUMMARY OF IAS 16- PROPERTY, PLANT AND EQUPMENT

Objective of IAS 16 

The objective of IAS 16 is to prescribe the accounting treatment for property, plant, and equipment. The principal issues are the timing of recognition of assets, the determination of their carrying amounts, and the depreciation charges to be recognised in relation to them. 

Scope 

While IAS 16 does not apply to biological assets related to agricultural activity (see IAS 41) or mineral rights and mineral reserves such as oil, natural gas and similar non-regenerative resources, it does apply to property, plant, and equipment used to develop or maintain such assets. [IAS 16.3] 

Recognition 

Items of property, plant, and equipment should be recognised as assets when it is probable that: [IAS 16.7] 

· the future economic benefits associated with the asset will flow to the enterprise; and 

· the cost of the asset can be measured reliably. 

This recognition principle is applied to all property, plant, and equipment costs at the time they are incurred. These costs include costs incurred initially to acquire or construct an item of property, plant and equipment and costs incurred subsequently to add to, replace part of, or service it. 

IAS 16 does not prescribe the unit of measure for recognition – what constitutes an item of property, plant, and equipment. [IAS 16.9] Note, however, that if the cost model is used (see below) each part of an item of property, plant, and equipment with a cost that is significant in relation to the total cost of the item must be depreciated separately. [IAS 16.43] 

IAS 16 recognises that parts of some items of property, plant, and equipment may require replacement at regular intervals. The carrying amount of an item of property, plant, and equipment will include the cost of replacing the part of such an item when that cost is incurred if the recognition criteria (future benefits and measurement reliability) are met. The carrying amount of those parts that are replaced is derecognised in accordance with the derecognition provisions of IAS 16.67-72. [IAS 16.13] 

Also, continued operation of an item of property, plant, and equipment (for example, an aircraft) may require regular major inspections for faults regardless of whether parts of the item are replaced. When each major inspection is performed, its cost is recognised in the carrying amount of the item of property, plant, and equipment as a replacement if the recognition criteria are satisfied. If necessary, the estimated cost of a future similar inspection may be used as an indication of what the cost of the existing inspection component was when the item was acquired or constructed. [IAS 16.14] 

Initial Measurement 

They should be initially recorded at cost. [IAS 16.15] Cost includes all costs necessary to bring the asset to working condition for its intended use. This would include not only its original purchase price but also costs of site preparation, delivery and handling, installation, related professional fees for architects and engineers, and the estimated cost of dismantling and removing the asset and restoring the site (see IAS 37, Provisions, Contingent Liabilities and Contingent Assets). [IAS 16.16-17] 

If payment for an item of property, plant, and equipment is deferred, interest at a market rate must be recognised or imputed. [IAS 16.23] 

If an asset is acquired in exchange for another asset (whether similar or dissimilar in nature), the cost will be measured at the fair value unless (a) the exchange transaction lacks commercial substance or (b) the fair value of neither the asset received nor the asset given up is reliably measurable. If the acquired item is not measured at fair value, its cost is measured at the carrying amount of the asset given up. [IAS 16.24] 

Measurement Subsequent to Initial Recognition 

IAS 16 permits two accounting models: 

· Cost Model. The asset is carried at cost less accumulated depreciation and impairment. [IAS 16.30] 

· Revaluation Model. The asset is carried at a revalued amount, being its fair value at the date of revaluation less subsequent depreciation, provided that fair value can be measured reliably. [IAS 16.31] 

The Revaluation Model 

Under the revaluation model, revaluations should be carried out regularly, so that the carrying amount of an asset does not differ materially from its fair value at the balance sheet date. [IAS 16.31] 

If an item is revalued, the entire class of assets to which that asset belongs should be revalued. [IAS 16.36] 

Revalued assets are depreciated in the same way as under the cost model (see below). 

If a revaluation results in an increase in value, it should be credited to equity under the heading "revaluation surplus" unless it represents the reversal of a revaluation decrease of the same asset previously recognised as an expense, in which case it should be recognised as income. [IAS 16.39] 

A decrease arising as a result of a revaluation should be recognised as an expense to the extent that it exceeds any amount previously credited to the revaluation surplus relating to the same asset. [IAS 16.40] 

When a revalued asset is disposed of, any revaluation surplus may be transferred directly to retained earnings, or it may be left in equity under the heading revaluation surplus. The transfer to retained earnings should not be made through the income statement (that is, no "recycling" through profit or loss). [IAS 16.41] 

Depreciation (Cost and Revaluation Models) 

For all depreciable assets: 

The depreciable amount (cost less prior depreciation, impairment, and residual value) should be allocated on a systematic basis over the asset's useful life [IAS 16.50]. 

The residual value and the useful life of an asset should be reviewed at least at each financial year-end and, if expectations differ from previous estimates, any change is accounted for prospectively as a change in estimate under IAS 8. [IAS 16.51] 

The depreciation method used should reflect the pattern in which the asset's economic benefits are consumed by the enterprise [IAS 16.60]; 

The depreciation method should be reviewed at least annually and, if the pattern of consumption of benefits has changed, the depreciation method should be changed prospectively as a change in estimate under IAS 8. [IAS 16.61] 

Depreciation should be charged to the income statement, unless it is included in the carrying amount of another asset [IAS 16.48]. 

Depreciation begins when the asset is available for use and continues until the asset is derecognised, even if it is idle. 

Recoverability of the Carrying Amount 

IAS 36 requires impairment testing and, if necessary, recognition for property, plant, and equipment. 

Any claim for compensation from third parties for impairment is included in profit or loss when the claim becomes receivable. [IAS 16.65] 

Derecogniton (Retirements and Disposals) 

An asset should be removed from the balance sheet on disposal or when it is withdrawn from use and no future economic benefits are expected from its disposal. The gain or loss on disposal is the difference between the proceeds and the carrying amount and should be recognised in the income statement. [IAS 16.67-71] 

Disclosure 

For each class of property, plant, and equipment, disclose: [IAS 16.73] 

· basis for measuring carrying amount; 

· depreciation method(s) used; 

· useful lives or depreciation rates; 

· gross carrying amount and accumulated depreciation and impairment losses; 

· reconciliation of the carrying amount at the beginning and the end of the period, showing: 

· additions; 

· disposals; 

· acquisitions through business combinations; 

· revaluation increases; 

· impairment losses; 

· reversals of impairment losses; 

· depreciation; 

· net foreign exchange differences on translation; 

· other movements. 

Also disclose: [IAS 16.74] 

· restrictions on title; 

· expenditures to construct property, plant, and equipment during the period; 

· commitments to acquire property, plant, and equipment. 

· compensation from third parties for items of property, plant, and equipment that were impaired, lost or given up that is included in profit or loss. 

If property, plant, and equipment is stated at revalued amounts, certain additional disclosures are required: [IAS 16.77] 

· the effective date of the revaluation; 

· whether an independent valuer was involved; 

· the methods and significant assumptions used in estimating fair values; 

· the extent to which fair values were determined directly by reference to observable prices in an active market or recent market transactions on arm's length terms or were estimated using other valuation techniques; 

· the carrying amount that would have been recognised had the assets been carried under the cost model; 

· the revaluation surplus, including changes during the period and distribution restrictions

SUMMARY OF IAS 17- ACCOUNTING FOR LEASES

Objective of IAS 17 

The objective of IAS 17 (Revised 1997) is to prescribe, for lessees and lessors, the appropriate accounting policies and disclosures to apply in relation to finance and operating leases. 

Scope 

IAS 17 applies to all leases other than lease agreements for minerals, oil, natural gas, and similar regenerative resources and licensing agreements for films, videos, plays, manuscripts, patents, copyrights, and similar items. [IAS 17.2] 

However, IAS 17 does not apply as the basis of measurement for the following leased assets: 

· Property held by lessees that is accounted for as investment property for which the lessee uses the fair value model set out in IAS 40. 

· Investment property provided by lessors under operating leases (see IAS 40). 

· Biological assets held by lessees under finance leases (see IAS 41). 

· Biological assets provided by lessors under operating leases (see IAS 41). 

Classification of Leases 

A lease is classified as a finance lease if it transfers substantially all the risks and rewards incident to ownership. All other leases are classified as operating leases. Classification is made at the inception of the lease. [IAS 17.4] 

Whether a lease is a finance lease or an operating lease depends on the substance of the transaction rather than the form. Situations that would normally lead to a lease being classified as a finance lease include the following: [IAS 17.10] 

· the lease transfers ownership of the asset to the lessee by the end of the lease term; 

· the lessee has the option to purchase the asset at a price which is expected to be sufficiently lower than fair value at the date the option becomes exercisable that, at the inception of the lease, it is reasonably certain that the option will be exercised; 

· the lease term is for the major part of the economic life of the asset, even if title is not transferred; 

· at the inception of the lease, the present value of the minimum lease payments amounts to at least substantially all of the fair value of the leased asset; and 

· the lease assets are of a specialised nature such that only the lessee can use them without major modifications being made. 

Other situations that might also lead to classification as a finance lease are: [IAS 17.11] 

· If the lessee is entitled to cancel the lease, the lessor's losses associated with the cancellation are borne by the lessee; 

· gains or losses from fluctuations in the fair value of the residual fall to the lessee (for example, by means of a rebate of lease payments); and 

· the lessee has the ability to continue to lease for a secondary period at a rent that is substantially lower than market rent. 

In classifying a lease of land and buildings, land and buildings elements would normally be separately. The minimum lease payments are allocated between the land and buildings elements in proportion to their relative fair values. The land element is normally classified as an operating lease unless title passes to the lessee at the end of the lease term. The buildings element is classified as an operating or finance lease by applying the classification criteria in IAS 17. [IAS 17.15] However, separate measurement of the land and buildings elements is not required if the lessee's interest in both land and buildings is classified as an investment property in accordance with IAS 40 and the fair value model is adopted. [IAS 17.18] 

Accounting by Lessees 

The following principles should be applied in the financial statements of lessees: 

· at commencement of the lease term, finance leases should be recorded as an asset and a liability at the lower of the fair value of the asset and the present value of the minimum lease payments (discounted at the interest rate implicit in the lease, if practicable, or else at the enterprise's incremental borrowing rate); [IAS 17.20] 

· finance lease payments should be apportioned between the finance charge and the reduction of the outstanding liability (the finance charge to be allocated so as to produce a constant periodic rate of interest on the remaining balance of the liability); [IAS 17.25] 

· the depreciation policy for assets held under finance leases should be consistent with that for owned assets. If there is no reasonable certainty that the lessee will obtain ownership at the end of the lease - the asset should be depreciated over the shorter of the lease term or the life of the asset; [IAS 17.27] and 

· for operating leases, the lease payments should be recognised as an expense in the income statement over the lease term on a straight-line basis, unless another systematic basis is more representative of the time pattern of the user's benefit. [IAS 17.33] 

Incentives for the agreement of a new or renewed operating lease should be recognised by the lessee as a reduction of the rental expense over the lease term, irrespective of the incentive's nature or form, or the timing of payments. [SIC 15] 

Accounting by Lessors 

The following principles should be applied in the financial statements of lessors: 

· at commencement of the lease term, the lessor should record a finance lease in the balance sheet as a receivable, at an amount equal to the net investment in the lease; [IAS 17.36] 

· the lessor should recognise finance income based on a pattern reflecting a constant periodic rate of return on the lessor's net investment outstanding in respect of the finance lease; [IAS 17.39] and 

· assets held for operating leases should be presented in the balance sheet of the lessor according to the nature of the asset. [IAS 17.49] Lease income should be recognised over the lease term on a straight-line basis, unless another systematic basis is more representative of the time pattern in which use benefit is derived from the leased asset is diminished. [IAS 17.50] 

Incentives for the agreement of a new or renewed operating lease should be recognised by the lessor as a reduction of the rental income over the lease term, irrespective of the incentive's nature or form, or the timing of payments. [SIC 15] 

Manufacturers or dealer lessors should include selling profit or loss in the same period as they would for an outright sale. If artificially low rates of interest are charged, selling profit should be restricted to that which would apply if a commercial rate of interest were charged. [IAS 17.42] 

Under the 2003 revisions to IAS 17, initial direct and incremental costs incurred by lessors in negotiating leases must be recognised over the lease term. They may no longer be charged to expense when incurred. This treatment does not apply to manufacturer or dealer lessors where such cost recognition is as an expense when the selling profit is recognised. 

Sale and Leaseback Transactions 

For a sale and leaseback transaction that results in a finance lease, any excess of proceeds over the carrying amount is deferred and amortised over the lease term. [IAS 17.59] 

For a transaction that results in an operating lease: [IAS 17.61] 

· if the transaction is clearly carried out at fair value - the profit or loss should be recognised immediately; 

· if the sale price is below fair value - profit or loss should be recognised immediately, except if a loss is compensated for by future rentals at below market price, the loss it should be amortised over the period of use; 

· if the sale price is above fair value - the excess over fair value should be deferred and amortised over the period of use; and 

· if the fair value at the time of the transaction is less than the carrying amount - a loss equal to the difference should be recognised immediately. [IAS 17.63] 

Disclosure: Lessees - Finance Lease [IAS 17.31] 

· carrying amount of asset; 

· reconciliation between total minimum lease payments and their present value; 

· amounts of minimum lease payments at balance sheet date and the present value thereof, for: 

· the next year; 

· years 2 through 5 combined; 

· beyond five years; 

· contingent rent recognised as an expense; 

· total future minimum sublease income under noncancellable subleases; and 

· general description of significant leasing arrangements, including contingent rent provisions, renewal or purchase options, and restrictions imposed on dividends, borrowings, or further leasing. 

Disclosure: Lessees - Operating Lease [IAS 17.35] 

· amounts of minimum lease payments at balance sheet date under noncancellable operating leases for: 

· the next year; 

· years 2 through 5 combined; 

· beyond five years; 

· total future minimum sublease income under noncancellable subleases; 

· lease and sublease payments recognised in income for the period; 

· contingent rent recognised as an expense; and 

· general description of significant leasing arrangements, including contingent rent provisions, renewal or purchase options, and restrictions imposed on dividends, borrowings, or further leasing 

Disclosure: Lessors - Finance Lease [IAS 17.47] 

· reconciliation between gross investment in the lease and the present value of minimum lease payments; 

· gross investment and present value of minimum lease payments receivable for: 

· the next year; 

· years 2 through 5 combined; 

· beyond five years; 

· unearned finance income; 

· unguaranteed residual values; 

· accumulated allowance for uncollectible lease payments receivable; 

· contingent rent recognised in income; and 

· general description of significant leasing arrangements. 

Disclosure: Lessors - Operating Lease [IAS 17.56] 

· amounts of minimum lease payments at balance sheet date under noncancellable operating leases in the aggregate and for: 

· the next year; 

· years 2 through 5 combined; 

· beyond five years; 

· contingent rent recognised as in income; and 

· general description of significant leasing arrangements

SUMMARY OF IAS 18- REVENUE 

Objective of IAS 18 

The objective of IAS 18 is to prescribe the accounting treatment for revenue arising from certain types of transactions and events. 

Key Definition 

Revenue: The gross inflow of economic benefits (cash, receivables, other assets) arising from the ordinary operating activities of an enterprise (such as sales of goods, sales of services, interest, royalties, and dividends). [IAS 18.7] 

Measurement of Revenue 

Revenue should be measured at the fair value of the consideration receivable. [IAS 18.9] An exchange for goods or services of a similar nature and value is not regarded as a transaction that generates revenue. However, exchanges for dissimilar items are regarded as generating revenue. [IAS 18.12] 

If the inflow of cash or cash equivalents is deferred, the fair value of the consideration receivable is less than the nominal amount of cash and cash equivalents to be received, and discounting is appropriate. This would occur, for instance, if the seller is providing interest-free credit to the buyer or is charging a below-market rate of interest. Interest must be imputed based on market rates. [IAS 18.11] 

Sale of Goods 

Revenue arising from the sale of goods should be recognised when all of the following criteria have been satisfied: [IAS 18.14] 

· the seller has transferred to the buyer the significant risks and rewards of ownership; 

· the seller retains neither continuing managerial involvement to the degree usually associated with ownership nor effective control over the goods sold; 

· the amount of revenue can be measured reliably; 

· it is probable that the economic benefits associated with the transaction will flow to the seller; and 

· the costs incurred or to be incurred in respect of the transaction can be measured reliably. 

Rendering of Services 

For revenue arising from the rendering of services, provided that all of the following criteria are met, revenue should be recognised by reference to the stage of completion of the transaction at the balance sheet date (the percentage-of-completion method): [IAS 18.20] 

· the amount of revenue can be measured reliably; 

· it is probable that the economic benefits will flow to the seller; 

· the stage of completion at the balance sheet date can be measured reliably; and 

· the costs incurred, or to be incurred, in respect of the transaction can be measured reliably. 

When the above criteria are not met, revenue arising from the rendering of services should be recognised only to the extent of the expenses recognised that are recoverable (a "cost-recovery approach". [IAS 18.26] 

Interest, Royalties, and Dividends 

For interest, royalties and dividends, provided that it is probable that the economic benefits will flow to the enterprise and the amount of revenue can be measured reliably, revenue should be recognised as follows: [IAS 18.29-30] 

· interest: on a time proportion basis that takes into account the effective yield; 

· royalties: on an accruals basis in accordance with the substance of the relevant agreement; and 

· dividends: when the shareholder's right to receive payment is established. 

Disclosure [IAS 18.35] 

· accounting policy for recognising revenue 

· amount of each of the following types of revenue: 

· sale of goods 

· rendering of services 

· interest 

· royalties 

· dividends 

· within each of the above categories, the amount of revenue from exchanges of goods or services 

SUMMARY OF IAS 19- EMPLOYEE BENEFITS

Objective of IAS 19 

The objective of IAS 19 (Revised 1998) is to prescribe the accounting and disclosure for employee benefits (that is, all forms of consideration given by an enterprise in exchange for service rendered by employees). The principle underlying all of the detailed requirements of the Standard is that the cost of providing employee benefits should be recognised in the period in which the benefit is earned by the employee, rather than when it is paid or payable. 

Scope 

IAS 19 applies to (among other kinds of employee benefits): 

· wages and salaries 

· compensated absences (paid vacation and sick leave) 

· profit sharing plans 

· bonuses 

· medical and life insurance benefits during employment 

· housing benefits 

· free or subsidised goods or services given to employees 

· pension benefits 

· post-employment medical and life insurance benefits 

· long-service or sabbatical leave 

· 'jubilee' benefits 

· deferred compensation programmes 

· termination benefits. 

Basic Principle of IAS 19 

The cost of providing employee benefits should be recognised in the period in which the benefit is earned by the employee, rather than when it is paid or payable. 

Short-term Employee Benefits 

For short-term employee benefits (those payable within 12 months after service is rendered, such as wages, paid vacation and sick leave, bonuses, and nonmonetary benefits such as medical care and housing), the undiscounted amount of the benefits expected to be paid in respect of service rendered by employees in a period should be recognised in that period. [IAS 19.10] The expected cost of short-term compensated absences should be recognised as the employees render service that increases their entitlement or, in the case of non-accumulating absences, when the absences occur. [IAS 19.11] 

Profit-sharing and Bonus Payments 

The enterprise should recognise the expected cost of profit-sharing and bonus payments when, and only when, it has a legal or constructive obligation to make such payments as a result of past events and a reliable estimate of the expected cost can be made. [IAS 19.17] 

Types of Post-employment Benefit Plans 

The accounting treatment for a post-employment benefit plan will be determined according to whether the plan is a defined contribution or a defined benefit plan: 

· Under a defined contribution plan, the enterprise pays fixed contributions into a fund but has no legal or constructive obligation to make further payments if the fund does not have sufficient assets to pay all of the employees' entitlements to post-employment benefits. 

· A defined benefit plan is a post-employment benefit plan other than a defined contribution plan. These would include both formal plans and those informal practices that create a constructive obligation to the enterprise's employees. 

Defined Contribution Plans 

For defined contribution plans (including multi-employer plans, state plans and insured schemes where the obligations of the employer are similar to those arising in relation to defined contribution plans), the cost to be recognised in the period is the contribution payable in exchange for service rendered by employees during the period. [IAS 19.44] 

If contributions to a defined contribution plan do not fall due within 12 months after the end of the period in which the employee renders the service, they should be discounted to their present value. [IAS 19.45] 

Defined Benefit Plans 

For defined benefit plans, the amount recognised in the balance sheet should be the present value of the defined benefit obligation (that is, the present value of expected future payments required to settle the obligation resulting from employee service in the current and prior periods), as adjusted for unrecognised actuarial gains and losses and unrecognised past service cost, and reduced by the fair value of plan assets at the balance sheet date. [IAS 19.54] 

The present value of the defined benefit obligation should be determined using the Projected Unit Credit Method. [IAS 19.64] Valuations should be carried out with sufficient regularity such that the amounts recognised in the financial statements do not differ materially from those that would be determined at the balance sheet date. [IAS 19.56] The assumptions used for the purposes of such valuations should be unbiased and mutually compatible. [IAS 19.72] The rate used to discount estimated cash flows should be determined by reference to market yields at the balance sheet date on high quality corporate bonds. [IAS 19.78] 

On an ongoing basis, actuarial gains and losses arise that comprise experience adjustments (the effects of differences between the previous actuarial assumptions and what has actually occurred) and the effects of changes in actuarial assumptions. In the long-term, actuarial gains and losses may offset one another and, as a result, the enterprise is not required to recognise all such gains and losses immediately. The Standard specifies that if the accumulated unrecognised actuarial gains and losses exceed 10% of the greater of the defined benefit obligation or the fair value of plan assets, a portion of that net gain or loss is required to be recognised immediately as income or expense. The portion recognised is the excess divided by the expected average remaining working lives of the participating employees. Actuarial gains and losses that do not breach the 10% limits described above (the 'corridor') need not be recognised - although the enterprise may choose to do so. [IAS 19.92-93] 

Over the life of the plan, changes in benefits under the plan will result in increases or decreases in the enterprise's obligation. Past service cost is the term used to describe the change in the obligation for employee service in prior periods, arising as a result of changes to plan arrangements in the current period. Past service cost may be either positive (where benefits are introduced or improved) or negative (where existing benefits are reduced). Past service cost should be recognised immediately to the extent that it relates to former employees or to active employees already vested. Otherwise, it should be amortised on a straight-line basis over the average period until the amended benefits become vested. 

If the calculation of the balance sheet amount as set out above results in an asset, the amount recognised should be limited to the net total of unrecognised actuarial losses and past service cost, plus the present value of available refunds and reductions in future contributions to the plan. [IAS 19.58] 

The charge to income recognised in a period in respect of a defined benefit plan will be made up of the following components: [IAS 19.61] 

· current service cost (the actuarial estimate of benefits earned by employee service in the period); 

· interest cost (the increase in the present value of the obligation as a result of moving one period closer to settlement); 

· expected return on plan assets; 

· actuarial gains and losses, to the extent recognised; 

· past service cost, to the extent recognised; and 

· the effect of any plan curtailments or settlements 

IAS 19 took effect 1 January 1999. When IAS 19 (Revised 1998) was implemented, enterprises were required to determine their 'transitional' liability -- the present value of its post-employment obligation at the date of adoption minus the fair value, at the date of adoption, of plan assets minus any past service cost to be recognised in later periods. If the transitional liability exceeded the liability that would have been calculated under the enterprise's previous accounting policy, it could choose either: [IAS 19.154-155] 

· to recognise that increase immediately under the requirements of IAS 8; or 

· to amortise the increase on a straight-line basis over up to five years from the date of adoption (the run-out period for this amortisation thus continues until 2003). 

Other Long-term Benefits 

IAS 19 (Revised 1998) requires a simplified application of the model described above for other long-term employee benefits. This method differs from the accounting required for post-employment benefits in that: [IAS 19.128-129] 

· actuarial gains and losses are recognised immediately and no 'corridor' (as discussed above for post-employment benefits) is applied; and 

· all past service cost is recognised immediately. 

Termination Benefits 

For termination benefits, IAS 19 (Revised 1998) specifies that amounts payable should be recognised when, and only when, the enterprise is demonstrably committed to either: [IAS 19.133] 

· terminate the employment of an employee or group of employees before the normal retirement date; or 

· provide termination benefits as a result of an offer made in order to encourage voluntary redundancy. 

The enterprise will be demonstrably committed to a termination when, and only when, it has a detailed formal plan for the termination and is without realistic possibility of withdrawal. Where termination benefits fall due after more than 12 months after the balance sheet date, they should be discounted. [IAS 19.134] 

Equity Compensation Benefits 

IAS 19 (Revised 1998) also specifies extensive disclosure requirements for equity compensation benefits, but it does not require recognition of compensation expense for equity compensation benefits such as stock options or other equity securities issued to employees as compensation. Nor does it require disclosure of the fair values of stock options or other share-based payment. [IAS 19.147] 

FEE 2001 Study of Application of IAS 19 

In October 2001, the Federation of European Accountants (FEE) published a study of the experience of 47 European companies (the majority of which are listed) in applying IAS 19 (revised 1998), Employee Benefits, in their consolidated financial statements. It also includes a survey of national legislation and standards regarding pension accounting in the countries concerned.  

IAS 19 'Asset Ceiling' Revised in May 2002 

The IASB published the final 'asset ceiling' amendment to IAS 19 on 31 May 2002. The amendment prevents the recognition of gains solely as a result of deferral of actuarial losses or past service cost, and prohibits the recognition of losses solely as a result of deferral of actuarial gains. 

This can happen if an entity has a surplus in a defined benefit plan and cannot, based on the current terms of the plan, recover that surplus fully through refunds or reductions in future contributions. In such cases, deferral of past service cost and actuarial losses that arise in the period will increase the cumulative unrecognised net actuarial losses and past service cost. If that increase does not result in a refund to the entity or a reduction in future contributions to the pension fund, a gain would have been recognised under IAS 19 prior to this amendment. This amendment, however, prohibits recognising a gain in these circumstances. The opposite effect arises with deferred actuarial gains that arise in the period. This amendment prohibits recognising a loss in these circumstances. 

The amendment took effect for accounting periods ending on or after 31 May 2002.   

December 2004: Amendment to IAS 19 Concerning Reporting Actuarial Gains and Losses 

In December 2004, the IASB finalised an amendment to IAS 19 to allow the option of recognising actuarial gains and losses in full in the period in which they occur, outside profit or loss, in a statement of recognised income and expense. This option is similar to the requirements of the UK standard, FRS 17 Retirement Benefits. The Board concluded that, pending further work on post-employment benefits and on reporting comprehensive income, the approach in FRS 17 should be available as an option to preparers of financial statements using IFRSs. The amendment also provides guidance on allocating the cost of a a group defined benefit plan to the entities in the group.   

SUMMARY OF IAS 20- ACCOUNTING FOR GOVERNMENT GRANTS

Objective of IAS 20 

The objective of IAS 20 is to prescribe the accounting for, and disclosure of, government grants and other forms of government assistance. 

Scope 

IAS 20 applies to all government grants and other forms of government assistance. [IAS 20.1] However, it does not cover government assistance that is provided in the form of benefits in determining taxable income. [IAS 20.2] 

Accounting for Grants 

A government grant is recognised only when there is reasonable assurance that (a) the enterprise will comply with any conditions attached to the grant and (b) the grant will be received. [IAS 20.7] 

The grant is recognised as income over the period necessary to match them with the related costs, for which they are intended to compensate, on a systematic basis, and should not to be credited directly to equity. [IAS 20.12] 

Non-monetary grants, such as land or other resources, are usually accounted for at fair value, although recording both the asset and the grant at a nominal amount is also permitted. [IAS 20.23] 

Even if there are no conditions attached to the assistance specifically relating to the operating activities of the enterprise (other than the requirement to operate in certain regions or industry sectors), such grants should not be credited to equity. [SIC 10] 

A grant receivable as compensation for costs already incurred or for immediate financial support, with no future related costs, should be recognised as income in the period in which it is receivable. [IAS 20.20] 

A grant relating to assets may be presented in one of two ways: [IAS 20.24] 

1. as deferred income, or
2. by deducting the grant from the asset's carrying amount. 

A grant relating to income may be reported separately as 'other income' or deducted from the related expense. [IAS 20.29] 

If a grant becomes repayable, it should be treated as a change in estimate. Where the original grant related to income, the repayment should be applied first against any related unamortised deferred credit, and any excess should be dealt with as an expense. Where the original grant related to an asset, the repayment should be treated as increasing the carrying amount of the asset or reducing the deferred income balance. The cumulative depreciation which would have been charged had the grant not been received should be charged as an expense. [IAS 20.32] 

Disclosure of Government Grants 

The following must be disclosed: [IAS 20.39] 

· Accounting policy adopted for grants, including method of balance sheet presentation 

· Nature and extent of grants recognised in the financial statements 

· Unfulfilled conditions and contingencies attaching to recognised grants 

Government Assistance 

Government grants do not include government assistance whose value cannot be reasonably measured, such as technical or marketing advice. [IAS 20.34] Disclosure of the benefits is required. [IAS 20.39(b)]

SUMMARY OF IAS 21 - The Effects of Changes in Foreign Exchange Rates

Objective of IAS 21 

The objective of IAS 21 is to prescribe how to include foreign currency transactions and foreign operations in the financial statements of an entity and how to translate financial statements into a presentation currency. The principal issues are which exchange rate(s) to use and how to report the effects of changes in exchange rates in the financial statements. 

Key Definitions [IAS 21.8] 

Functional currency: The currency of the primary economic environment in which the entity operates. The term 'functional currency' is used in the 2003 revision of IAS 21 in place of 'measurement currency' but with essentially the same meaning. Presentation currency: The currency in which financial statements are presented. 

Exchange difference: The difference resulting from translating a given number of units of one currency into another currency at different exchange rates. 

Foreign operation: A subsidiary, associate, joint venture, or branch whose activities are based in a country other than that of the reporting enterprise. 

Basic Steps for Translating Foreign Currency Amounts into the Functional Currency 

Steps apply to a stand-alone entity, an entity with foreign operations (such as a parent with foreign subsidiaries), or a foreign operation (such as a foreign subsidiary or branch). 

1. The reporting entity determines its functional currency 

2. The entity translates all foreign currency items into its functional currency 

3. The entity reports the effects of such translation in accordance with paragraphs 20-37 [reporting foreign currency transactions in the functional currency] and 50 [reporting the tax effects of exchange differences]. 

Foreign Currency Transactions 

A foreign currency transaction should be recorded initially at the rate of exchange at the date of the transaction (use of averages is permitted if they are a reasonable approximation of actual). [IAS 21.21-22] 

At each subsequent balance sheet date: [IAS 21.23] 

· Foreign currency monetary amounts should be reported using the closing rate. 

· Non-monetary items carried at historical cost should be reported using the exchange rate at the date of the transaction. 

· Non-monetary items carried at fair value should be reported at the rate that existed when the fair values were determined. 

Exchange differences arising when monetary items are settled or when monetary items are translated at rates different from those at which they were translated when initially recognised or in previous financial statements are reported in profit or loss in the period, with one exception. [IAS 21.28] The exception is that exchange differences arising on monetary items that form part of the reporting entity's net investment in a foreign operation are recognised, in the consolidated financial statements that include the foreign operation, in a separate component of equity; they will be recognised in profit or loss on disposal of the net investment. [IAS 21.32] 

If a gain or loss on a non-monetary item is recognised directly in equity (for example, a property revaluation under IAS 16), any foreign exchange component of that gain or loss is also recognised directly in equity. [IAS 21.30] 

Prior to the 2003 revision of IAS 21, an exchange loss on foreign currency debt used to finance the acquisition of an asset could be added to the carrying amount of the asset if the loss resulted from a severe devaluation of a currency against which there was no practical means of hedging. That option was eliminated in the 2003 revision. 

Translation from the Functional Currency to the Presentation Currency 

The results and financial position of an entity whose functional currency is not the currency of a hyperinflationary economy are translated into a different presentation currency using the following procedures: [IAS 21.39] 

· assets and liabilities for each balance sheet presented (including comparatives) are translated at the closing rate at the date of that balance sheet. This would include any goodwill arising on the acquisition of a foreign operation and any fair value adjustments to the carrying amounts of assets and liabilities arising on the acquisition of that foreign operation are treated as part of the assets and liabilities of the foreign operation [IAS 21.47]; 

· income and expenses for each income statement (including comparatives) are translated at exchange rates at the dates of the transactions; and 

· all resulting exchange differences are recognised as a separate component of equity. 

Special rules apply for translating the results and financial position of an entity whose functional currency is the currency of a hyperinflationary economy into a different presentation currency. [IAS 21.42-43] 

Disposal of a Foreign Operation 

When a foreign operation is disposed of, the cumulative amount of the exchange differences deferred in the separate component of equity relating to that foreign operation shall be recognised in profit or loss when the gain or loss on disposal is recognised. [IAS 21.48] 

Where the foreign entity reports in the currency of a hyperinflationary economy, the financial statements of the foreign entity should be restated as required by IAS 29, Financial Reporting in Hyperinflationary Economies, before translation into the reporting currency. [IAS 21.36] 

The requirements of IAS 21 regarding transactions and translation of financial statements should be strictly applied in the changeover of the national currencies of participating Member States of the European Union to the Euro - monetary assets and liabilities should continue to be translated the closing rate, cumulative exchange differences should remain in equity and exchange differences resulting from the translation of liabilities denominated in participating currencies should not be included in the carrying amount of related assets. [SIC 7] 

Tax Effects of Exchange Differences 

These must be accounted for using IAS 12 Income Taxes. 

Disclosure 

· The amount of exchange differences recognised in profit or loss (excluding differences arising on financial instruments measured at fair value through profit or loss in accordance with IAS 39). [IAS 21.52] 

· Net exchange differences classified in a separate component of equity, and a reconciliation of the amount of such exchange differences at the beginning and end of the period. [IAS 21.52] 

· When the presentation currency is different from the functional currency, disclose that fact together with the functional currency and the reason for using a different presentation currency. [IAS 21.53] 

· A change in the functional currency of either the reporting entity or a significant foreign operation and the reason therefor. [IAS 21.54] 

When an entity presents its financial statements in a currency that is different from its functional currency, it may describe those financial statements as complying with IFRS only if they comply with all the requirements of each applicable Standard (including IAS 21) and each applicable Interpretation. [IAS 21.55] 

Convenience Translations 

Sometimes, an entity displays its financial statements or other financial information in a currency that is different from either its functional currency or its presentation currency simply by translating all amounts at end-of-period exchange rates. This is sometimes called a convenience translation. A result of making a convenience translation is that the resulting financial information does not comply with all IFRS, particularly IAS 21. In this case, the following disclosures are required: [IAS 21.57] 

· Clearly identify the information as supplementary information to distinguish it from the information that complies with IFRS. 

· Disclose the currency in which the supplementary information is displayed. 

· Disclose the entity's functional currency and the method of translation used to determine the supplementary information. 

Discussion at the IASB's June 2005 Meeting: Net Investment in a Foreign Operation – Paragraph 32 of IAS 21 

The Board discussed whether different accounting treatments should apply to exchange differences on monetary items denominated in different currencies. The Board also discussed whether funding provided to a foreign operation by a group entity that is not the reporting entity may be considered to be part of the reporting entity's net investment in that foreign operation in the context of paragraph 32 of IAS 21. 

The Board agreed that the intention should be to treat third-currency denominated monetary items that form a part of the net investment in a foreign operation similar to when the monetary item is denominated in the functional currency of either the reporting entity or the foreign operation. 

The staff proposed to delete paragraph 33 of IAS 21 in order to remove the inconsistency. However the Board indicated a preference to delete only the last two sentences of that paragraph and include additional guidance. The sentences that may be deleted are as follows: 

IAS 21.33 "... However, a monetary item that forms part of the reporting entity's net investment in a foreign operation may be denominated in a currency other than the functional currency of either the reporting entity or the foreign operation. The exchange differences that arise on translating the monetary item into the functional currencies of the reporting entity and the foreign operation are not reclassified to the separate component of equity in the financial statements that include the foreign operation and the reporting entity (ie they remain recognised in profit or loss)." 

The Board agreed that the ability to account for exchange differences in equity as provided for by paragraph 32 of IAS 21 should only be available where the lender is in a control relationship (i.e. parent or subsidiary lends to a foreign operation). Monetary amounts outstanding between fellow subsidiaries would qualify for equity treatment, but this would not extend to trade receivables or trade payables. The Staff proposed amending paragraph 15 of IAS 21 as follows: 

IAS 21.15 A reporting entity or an entity that is consolidated, proportionately consolidated, or accounted for using the equity method in the reporting entity's consolidated financial statements An entity may have a monetary item that is receivable from or payable to a foreign operation. Such aAn item for which settlement is neither planned nor likely to occur in the foreseeable future is, in substance, a part of the reporting entity's net investment in that foreign operation, and is accounted for in accordance with paragraphs 32 and 33. Such monetary items may include long-term receivables or loans. They do not include trade receivables or trade payables. 

Some Board members expressed concern whether the above amendment is not sufficiently restrictive to limit its application to a situation where the lender is in a control relationship. 

IASB Approves Minor Amendment to IAS 21 – Net Investment in a Foreign Operation 

At its November 2005 meeting, the IASB approved certain amendments to IAS 21 that had been proposed in Draft Technical Correction (DTC) 1 Proposed Amendments to IAS 21 The Effects of Changes in Foreign Exchange Rates – Net Investment in a Foreign Operation. However, the Board also decided not to pursue further Technical Corrections but, instead, to adopt editorial corrections as fast-track amendments. The IAS 21 amendment was issued 15 December 2005. 

The amendment responds to concerns expressed by the IASB's constituents earlier this year that IAS 21 as amended in December 2003 required different accounting depending on the currency in which a monetary item was denominated where such an item was regarded as part of an entity's investment in a foreign operation. Secondly, IAS 21 was not clear on whether any member of a consolidated group could enter into the monetary transaction with the foreign operation. In response to those concerns, the IASB reviewed IAS 21 and reached the following decisions, which are reflected in the amendment: 

· As regards a monetary item that forms part of an entity's investment in a foreign operation, the IASB concluded that the accounting treatment in consolidated financial statements should not be dependent on the currency of the monetary item. 

· Also, the accounting should not depend on which entity within the group conducts a transaction with the foreign operation. 

The amendment is available for adoption with immediate effect.  

SUMMARY OF IAS 23- ACCOUNTING FOR BORROWING COSTS

Objective of IAS 23 

The objective of IAS 23 is to prescribe the accounting treatment for borrowing costs. Borrowing costs include interest on bank overdrafts and borrowings, amortisation of discounts or premiums on borrowings, amortisation of ancillary costs incurred in the arrangement of borrowings, finance charges on finance leases and exchange differences on foreign currency borrowings where they are regarded as an adjustment to interest costs. 

Key Definitions 

Borrowing cost is interest and other costs incurred by an enterprise in connection with the borrowing of funds. [IAS 23.4] Interest includes amortisation of discount/premium on debt. Other costs include amortisation of debt issue costs and certain foreign exchange differences that are regarded as an adjustment of interest cost. [IAS 23.5] Borrowing cost does not include actual or imputed cost of equity capital, including any preferred capital not classified as a liability pursuant to IAS 32. [IAS 23.1] 

A qualifying asset is an asset that takes a substantial period of time to get ready for its intended use. [IAS 23.5] That could be property, plant, and equipment and investment property during the construction period, intangible assets during the development period, or "made-to-order" inventories. [IAS 23.6] 

Scope of IAS 23 (as revised in 2007) 

Two types of assets that would otherwise be qualifying assets are excluded from the scope of IAS 23: 

· Qualifying assets measured at fair value, such as biological assets accounted for under IAS 41 Agriculture 

· Inventories that are manufactured, or otherwise produced, in large quantities on a repetitive basis and that take a substantial period to get ready for sale (e.g. maturing whisky). 

Accounting Treatment 

Recognition 

Borrowing costs that are directly attributable to the acquisition, construction or production of a qualifying asset form part of the cost of that asset and, therefore, should be capitalised. Other borrowing costs are recognised as an expense. [IAS 23.8] 

The foregoing reflects Revisions to IAS 23 adopted by the IASB in March 2007 that prohibit immediate expensing of borrowing costs. Those revisions are effective for borrowing costs relating to qualifying assets for which the commencement date for capitalisation is on or after 1 January 2009. Earlier application is permitted. 

Until that revision is effective, an entity may apply the previous version of IAS 23, which permitted, as an accounting policy option, the 'immediate expensing model'. Under that model, all borrowing costs should be expensed in the period in which they are incurred. 

Measurement 

Where funds are borrowed specifically, costs eligible for capitalisation are the actual costs incurred less any income earned on the temporary investment of such borrowings. [IAS 23.12] Where funds are part of a general pool, the eligible amount is determined by applying a capitalisation rate to the expenditure on that asset. The capitalisation rate will be the weighted average of the borrowing costs applicable to the general pool. [IAS 23.14] 

Capitalisation should commence when expenditures are being incurred, borrowing costs are being incurred and activities that are necessary to prepare the asset for its intended use or sale are in progress (may include some activities prior to commencement of physical production). [IAS 23.17] Capitalisation should be suspended during periods in which active development is interrupted. [IAS 23.20] Capitalisation should cease when substantially all of the activities necessary to prepare the asset for its intended use or sale are complete. [IAS 23.22] If only minor modifications are outstanding, this indicates that substantially all of the activities are complete. 

Where construction is completed in stages, which can be used while construction of the other parts continues, capitalisation of attributable borrowing costs should cease when substantially all of the activities necessary to prepare that part for its intended use or sale are complete. [IAS 23.24] 

Disclosure [IAS 23.26] 

· The accounting policy adopted [required only until 1 January 2009 if immediate expensing model is used] 

· Amount of borrowing cost capitalised during the period 

· Capitalisation rate used 

IAS 23 Revised in March 2007 to Require Capitalisation of Borrowing Costs 

On 29 March 2007, the IASB issued a revised IAS 23 Borrowing Costs. The main change from the previous version is the removal of the option of immediately recognising as an expense borrowing costs that relate to assets that take a substantial period of time to get ready for use or sale. An entity is, therefore, required to capitalise borrowing costs as part of the cost of such assets. 

The revised IAS 23 does not require the capitalisation of borrowing costs relating to assets measured at fair value, and inventories that are manufactured or produced in large quantities on a repetitive basis, even if they take a substantial period of time to get ready for use or sale. 

The revised Standard applies to borrowing costs relating to qualifying assets for which the commencement date for capitalisation is on or after 1 January 2009. Earlier application is permitted.

SUMMARY OF IAS 24- RELATED PARTY DISCLOSURES

Objective of IAS 24 

The objective of IAS 24 is to ensure that an entity's financial statements contain the disclosures necessary to draw attention to the possibility that its financial position and profit or loss may have been affected by the existence of related parties and by transactions and outstanding balances with such parties. 

Who Are Related Parties? 

Parties are considered to be related if one party has the ability to control the other party or to exercise significant influence or joint control over the other party in making financial and operating decisions. 

A party is related to an entity if: [IAS 24.9] 

· (a) directly, or indirectly through one or more intermediaries, the party: 

· (i) controls, is controlled by, or is under common control with, the entity (this includes parents, subsidiaries and fellow subsidiaries); 

· (ii) has an interest in the entity that gives it significant influence over the entity; or 

· (iii) has joint control over the entity; 

· (b) the party is an associate (as defined in IAS 28 Investments in Associates) of the entity; 

· (c) the party is a joint venture in which the entity is a venturer (see IAS 31 Interests in Joint Ventures); 

· (d) the party is a member of the key management personnel of the entity or its parent; 

· (e) the party is a close member of the family of any individual referred to in (a) or (d); 

· (f) the party is an entity that is controlled, jointly controlled or significantly influenced by or for which significant voting power in such entity resides with, directly or indirectly, any individual referred to in (d) or (e); or 

· (g) the party is a post-employment benefit plan for the benefit of employees of the entity, or of any entity that is a related party of the entity. 

Prior to the 2003 revision of IAS 24, state-controlled entities were exempted from the related party disclosures. That exemption has been removed in the 2003 revision. Therefore, profit-oriented state-controlled entities that use IFRS are no longer exempted from disclosing transactions with other state-controlled entities. 

The following are deemed not to be related: [IAS 24.11] 

· two enterprises simply because they have a director or key manager in common; 

· two venturers who share joint control over a joint venture; 

· providers of finance, trade unions, public utilities, government departments and agencies in the course of their normal dealings with an enterprise; and 

· a single customer, supplier, franchiser, distributor, or general agent with whom an enterprise transacts a significant volume of business merely by virtue of the resulting economic dependence. 

What Are Related Party Transactions? 

A related party transaction is a transfer of resources, services, or obligations between related parties, regardless of whether a price is charged. [IAS 24.9] 

Disclosure 

Relationships between parents and subsidiaries. Regardless of whether there have been transactions between a parent and a subsidiary, an entity must disclose the name of its parent and, if different, the ultimate controlling party. If neither the entity's parent nor the ultimate controlling party produces financial statements available for public use, the name of the next most senior parent that does so must also be disclosed. [IAS 24.12] 

Management compensation. Disclose key management personnel compensation in total and for each of the following categories: [IAS 24.16] 

· short-term employee benefits; 

· post-employment benefits; 

· other long-term benefits; 

· termination benefits; and 

· equity compensation benefits. 

Key management personnel are those persons having authority and responsibility for planning, directing, and controlling the activities of the entity, directly or indirectly, including all directors (whether executive or otherwise). [IAS 24.9] 

Related party transactions. If there have been transactions between related parties, disclose the nature of the related party relationship as well as information about the transactions and outstanding balances necessary for an understanding of the potential effect of the relationship on the financial statements. These disclosure would be made separately for each category of related parties and would include: [IAS 24.17-18] 

· The amount of the transactions. 

· The amount of outstanding balances, including terms and conditions and guarantees. 

· Provisions for doubtful debts related to the amount of outstanding balances. 

· Expense recognised during the period in respect of bad or doubtful debts due from related parties. 

Examples of the Kinds of Transactions that Are Disclosed If They Are with a Related Party 

· Purchases or sales of goods. 

· Purchases or sales of property and other assets. 

· Rendering or receiving of services. 

· Leases. 

· Transfers of research and development. 

· Transfers under licence agreements. 

· Transfers under finance arrangements (including loans and equity contributions in cash or in kind). 

· Provision of guarantees or collateral. 

· Settlement of liabilities on behalf of the entity or by the entity on behalf of another party. 

A statement that related party transactions were made on terms equivalent to those that prevail in arm's length transactions should be made only if such terms can be substantiated. [IAS 24.21]

SUMMARY OF IAS 26- Accounting and  Reporting by Retirement Benefit Plans

Objective of IAS 26 

The objective of IAS 26 is to specify measurement and disclosure principles for the reports of retirement benefit plans. All plans should include in their reports a statement of changes in net assets available for benefits, a summary of significant accounting policies and a description of the plan and the effect of any changes in the plan during the period. 

Key Definitions 

Retirement benefit plan: An arrangement by which an enterprise provides benefits (annual income or lump sum) to employees after they terminate from service. [IAS 26.8] 

Defined Contribution Plan: A retirement benefit plan by which benefits to employees are based on the amount of funds contributed to the plan by the employer plus earnings thereon. [IAS 26.8] 

Defined Benefit Plan: A retirement benefit plan by which employees receive benefits based on a formula usually linked to employee earnings. [IAS 26.8] 

Defined Contribution Plans 

The report of a defined contribution plan should contain a statement of net assets available for benefits and a description of the funding policy. [IAS 26.13] 

Defined Benefit Plans 

The report of a defined benefit plan should contain either: [IAS 26.17] 

· a statement that shows the net assets available for benefits, the actuarial present value of promised retirement benefits (distinguishing between vested benefits and non-vested benefits) and the resulting excess or deficit; or 

· a statement of net assets available for benefits, including either a note disclosing the actuarial present value of promised retirement benefits (distinguishing between vested benefits and non-vested benefits) or a reference to this information in an accompanying actuarial report. 

If an actuarial valuation has not been prepared at the date of the report of a defined benefit plan, the most recent valuation should be used as a base and the date of the valuation disclosed. The actuarial present value of promised retirement benefits should be based on the benefits promised under the terms of the plan on service rendered to date, using either current salary levels or projected salary levels, with disclosure of the basis used. The effect of any changes in actuarial assumptions that have had a significant effect on the actuarial present value of promised retirement benefits should also be disclosed. 

The report should explain the relationship between the actuarial present value of promised retirement benefits and the net assets available for benefits, and the policy for the funding of promised benefits. 

Retirement benefit plan investments should be carried at fair value. For marketable securities, fair value means market value. If fair values cannot be estimated for certain retirement benefit plan investments, disclosure should be made of the reason why fair value is not used. [IAS 26.33] 

Disclosure 

· Statement of net assets available for benefit, showing: [IAS 26.35(a)] 

· assets at the end of the period 

· basis of valuation 

· details of any single investment exceeding 5% of net assets or 5% of any category of investment 

· details of investment in the employer 

· liabilities other than the actuarial present value of plan benefits 

· Statement of changes in net assets available for benefits, showing: [IAS 26.35(b)] 

· employer contributions 

· employee contributions 

· investment income 

· other income 

· benefits paid 

· administrative expenses 

· other expenses 

· income taxes 

· profit or loss on disposal of investments 

· changes in fair value of investments 

· transfers to/from other plans 

· Description of funding policy [IAS 26.35(c)] 

· Other details about the plan [IAS 26.36] 

· Summary of significant accounting policies [IAS 26.34(b)] 

· Description of the plan and of the effect of any changes in the plan during the period [IAS 26.34(c)] 

· Disclosures for defined benefit plans: [IAS 26.35(d) and (e)] 

· actuarial present value of promised benefit obligations 

· description of actuarial assumptions 

· description of the method used to calculate the actuarial present value of promised benefit obligations

SUMMARY OF IAS 27- CONSOLIDATED AND SEPARATE FINANCIAL STATEMENTS

Objectives of IAS 27 

IAS 27 has the twin objectives of setting standards to be applied: 

· in the preparation and presentation of consolidated financial statements for a group of entities under the control of a parent; and 

· in accounting for investments in subsidiaries, jointly controlled entities, and associates when an entity elects, or is required by local regulations, to present separate (non-consolidated) financial statements. 

Key Definitions [IAS 27.4] 

Consolidated financial statements: The financial statements of a group presented as those of a single economic entity. 

Subsidiary: An entity, including an unincorporated entity such as a partnership, that is controlled by another entity (known as the parent). 

Parent: An entity that has one or more subsidiaries. 

Control: The power to govern the financial and operating policies of an enterprise so as to obtain benefits from its activities. 

Identification of Subsidiaries 

Control is presumed when the parent acquires more than half of the voting rights of the enterprise. Even when more than one half of the voting rights is not acquired, control may be evidenced by power: [IAS 27.13] 

· over more than one half of the voting rights by virtue of an agreement with other investors; or 

· to govern the financial and operating policies of the other enterprise under a statute or an agreement; or 

· to appoint or remove the majority of the members of the board of directors; or 

· to cast the majority of votes at a meeting of the board of directors. 

Presentation of Consolidated Accounts 

A parent is required to present consolidated financial statements in which it consolidates its investments in subsidiaries [IAS 27.9] – except in one circumstance: A parent is not required to (but may) present consolidated financial statements if and only if all of the following four conditions are met: [IAS 27.10] 

· 1. the parent is itself a wholly-owned subsidiary, or is a partially-owned subsidiary of another entity and its other owners, including those not otherwise entitled to vote, have been informed about, and do not object to, the parent not presenting consolidated financial statements; 

· 2. the parent's debt or equity instruments are not traded in a public market; 

· 3. the parent did not file, nor is it in the process of filing, its financial statements with a securities commission or other regulatory organisation for the purpose of issuing any class of instruments in a public market; and 

· 4. the ultimate or any intermediate parent of the parent produces consolidated financial statements available for public use that comply with International Financial Reporting Standards. 

The consolidated accounts should include all of the parent's subsidiaries, both domestic and foreign: [IAS 27.12] 

· There is no exemption for a subsidiary whose business is of a different nature from the parent's. 

· There is no exemption for a subsidiary that operates under severe long-term restrictions impairing the subsidiary's ability to transfer funds to the parent. Such an exemption was included in earlier versions of IAS 27, but in revising IAS 27 in December 2003 the IASB concluded that these restrictions, in themselves, do not preclude control. 

· There is no exemption for a subsidiary that had previously been consolidated and that is now being held for sale. The parent must continue to consolidate such a subsidiary until it is actually disposed of. However, as a result of an amendment of IAS 27 by IFRS 5 in March 2004, there is an exemption for a subsidiary for which control is intended to be temporary because the subsidiary was acquired and is held exclusively with a view to its subsequent disposal in the near future. For such a subsidiary, if it is highly probable that the sale will be completed within 12 months then the parent should account for its investment in the subsidiary under IFRS 5 as an asset held for sale, rather than consolidate it under IAS 27. 

Special purpose entities (SPEs) should be consolidated where the substance of the relationship indicates that the SPE is controlled by the reporting enterprise. This may arise even where the activities of the SPE are predetermined or where the majority of voting or equity are not held by the reporting enterprise. [SIC 12] 

Once an investment ceases to fall within the definition of a subsidiary, it should be accounted for as an associate under IAS 28, as a joint venture under IAS 31, or as an investment under IAS 39, as appropriate. [IAS 27.31] 

Consolidation Procedures 

Intragroup balances, transactions, income, and expenses should be eliminated in full. Intragroup losses may indicate that an impairment loss on the related asset should be recognised. [IAS 27.24-25] 

The financial statements of the parent and its subsidiaries used in preparing the consolidated financial statements should all be prepared as of the same reporting date, unless it is impracticable to do so. [IAS 27.26] If it is impracticable a particular subsidiary to prepare its financial statements as of the same date as its parent, adjustments must be made for the effects of significant transactions or events that occur between the dates of the subsidiary's and the parent's financial statements. And in no case may the difference be more than three months. [IAS 27.27] 

Consolidated financial statements must be prepared using uniform accounting policies for like transactions and other events in similar circumstances. [IAS 27.28] 

Minority interests should be presented in the consolidated balance sheet within equity, but separate from the parent's shareholders' equity. Minority interests in the profit or loss of the group should also be separately presented. [IAS 27.33] 

Where losses applicable to the minority exceed the minority interest in the equity of the relevant subsidiary, the excess, and any further losses attributable to the minority, are charged to the group unless the minority has a binding obligation to, and is able to, make good the losses. Where excess losses have been taken up by the group, if the subsidiary in question subsequently reports profits, all such profits are attributed to the group until the minority's share of losses previously absorbed by the group has been recovered. [IAS 27.35] 

Separate Financial Statements of the Parent or Investor in an Associate or Jointly Controlled Entity 

In the parent's/investor's individual financial statements, investments in subsidiaries, associates, and jointly controlled entities should be accounted for either: [IAS 27.37] 

· at cost; or 

· in accordance with IAS 39. 

Such investments may not be accounted for by the equity method in the parent's/investor's separate statements. 

Disclosure 

Disclosures required in consolidated financial statements: [IAS 27.40] 

· the nature of the relationship between the parent and a subsidiary when the parent does not own, directly or indirectly through subsidiaries, more than half of the voting power; 

· the reasons why the ownership, directly or indirectly through subsidiaries, of more than half of the voting or potential voting power of an investee does not constitute control; 

· the reporting date of the financial statements of a subsidiary when such financial statements are used to prepare consolidated financial statements and are as of a reporting date or for a period that is different from that of the parent, and the reason for using a different reporting date or period; and 

· the nature and extent of any significant restrictions on the ability of subsidiaries to transfer funds to the parent in the form of cash dividends or to repay loans or advances. 

Disclosures required in separate financial statements that are prepared for a parent that is permitted not to prepare consolidated financial statements: [IAS 27.41] 

· the fact that the financial statements are separate financial statements; that the exemption from consolidation has been used; the name and country of incorporation or residence of the entity whose consolidated financial statements that comply with IFRS have been produced for public use; and the address where those consolidated financial statements are obtainable; 

· a list of significant investments in subsidiaries, jointly controlled entities, and associates, including the name, country of incorporation or residence, proportion of ownership interest and, if different, proportion of voting power held; and 

· a description of the method used to account for the foregoing investments. 

Disclosures required in the separate financial statements of a parent, investor in a jointly controlled entity, or investor in an associate: [IAS 27.42] 

· the fact that the statements are separate financial statements and the reasons why those statements are prepared if not required by law; 

· a list of significant investments in subsidiaries, jointly controlled entities, and associates, including the name, country of incorporation or residence, proportion of ownership interest and, if different, proportion of voting power held; and 

· a description of the method used to account for the foregoing investments. 

Some of the Significant Amendments to IFRS 3

1. Acquisition costs. Costs of issuing debt or equity instruments are accounted for under IAS 39. All other costs associated with the acquisition must be expensed, including reimbursements to the acquiree for bearing some of the acquisition costs. Examples of costs to be expensed include finder's fees; advisory, legal, accounting, valuation, and other professional or consulting fees; and general administrative costs, including the costs of maintaining an internal acquisitions department. 

2. Contingent consideration. If the amount of contingent consideration changes as a result of a post-acquisition event (such as meeting an earnings target), accounting for the change in consideration depends on whether the additional consideration is an equity instrument or cash or other assets paid or owed. If it is equity, the original amount is not remeasured. If the additional consideration is cash or other assets paid or owed, the changed amount is recognised in profit or loss. If the amount of consideration changes because of new information about the fair value of the amount of consideration at acquisition date (rather than because of a post-acquisition event) then retrospective restatement is required. 

3. Goodwill and noncontrolling interest. An option is added to IFRS 3 to permit an entity to recognise 100% of the goodwill of the acquired entity, not just the acquiring entity's portion of the goodwill, with the increased amount of goodwill also increasing the noncontrolling interest [new term for 'minority interest'] in the net assets of the acquired entity. This is known as the 'full goodwill method'. Such noncontrolling interest is reported as part of consolidated equity. The 'full goodwill' option may be elected on a transaction-by-transaction basis. 

Example: P pays 800 to purchase 80% of the shares of S. Fair value of 100% of S's identifiable net assets is 600. If P elects to measure noncontrolling interests as their proportionate interest in the net assets of S of 120 (20% x 600), the consolidated financial statements show goodwill of 320 (800 +120 - 600). If P elects to measure noncontrolling interests at fair value and determines that fair value to be 185, then goodwill of 385 is recognised (800 + 185 - 600). The fair value of the 20% noncontrolling interest in S will not necessarily be proportionate to the price paid by P for its 80%, primarily due to control premium or discount as explained in paragraph B45 of IFRS 3. 

4. Step acquisition. Prior to control being obtained, the investment is accounted for under IAS 28, IAS 31, or IAS 39, as appropriate. On the date that control is obtained, the fair values of the acquired entity's assets and liabilities, including goodwill, are measured (with the option to measure full goodwill or only the acquirer's percentage of goodwill). Any resulting adjustments to previously recognised assets and liabilities are recognised in profit or loss. Thus, attaining control triggers remeasurement. 

5. Partial disposal of an investment in a subsidiary while control is retained. This is accounted for as an equity transaction with owners, and gain or loss is not recognised. 

6. Partial disposal of an investment in a subsidiary that results in loss of control. Loss of control triggers remeasurement of the residual holding to fair value. Any difference between fair value and carrying amount is a gain or loss on the disposal, recognised in profit or loss. Thereafter, apply IAS 28, IAS 31, or IAS 39, as appropriate, to the remaining holding. 

7. Acquiring additional shares in the subsidiary after control was obtained. This is accounted for as an equity transaction with owners (like acquisition of 'treasury shares'). Goodwill is not remeasured. 

8. Scope changes. The revised IFRS 3 applies to combinations of mutual entities and combinations without consideration (dual listed shares). These are excluded from the existing IFRS 3. The revised IFRS 3 does not apply to combinations of entities under common control. The IASB added to its agenda a separate agenda project on Common Control Transactions in December 2007. 

Some of the Significant Amendments to IAS 27, IAS 28, and IAS 31

1. Partial disposals of subsidiaries. Items 5 and 6 above in changes to IFRS 3 are also changes in IAS 27. 

2. Partial disposals of associates and joint ventures. If an investor loses significant influence over an associate, it derecognises that associate and recognises in profit or loss the difference between the sum of the proceeds received and any retained interest, and the carrying amount of the investment in the associate at the date significant influence is lost. Similar treatment when an investor loses joint control over a jointly controlled entity. 

3. Attributing income to the NCI. Total comprehensive income is allocated to the noncontrolling interest (NCI) even if this results in the NCI having a deficit balance. 

SUMMARY OF IAS 28- INVESTMENTS IN ASSOCIATES

Scope 

IAS 28 applies to all investments in which an investor has significant influence but not control or joint control except for investments held by a venture capital organisation, mutual fund, unit trust, and similar entity that (by election or requirement) are accounted for as under IAS 39 at fair value with fair value changes recognised in profit or loss. [IAS 28.1] 

Key Definitions [IAS 28.2] 

Associate: An enterprise in which an investor has significant influence but not control or joint control. 

Significant influence: Power to participate in the financial and operating policy decisions but not control them. 

Equity method: A method of accounting by which an equity investment is initially recorded at cost and subsequently adjusted to reflect the investor's share of the net profit or loss of the associate (investee). 

Identification of Associates 

A holding of 20% or more of the voting power (directly or through subsidiaries) will indicate significant influence unless it can be clearly demonstrated otherwise. If the holding is less than 20%, the investor will be presumed not to have significant influence unless such influence can be clearly demonstrated. [IAS 28.6] 

The existence of significant influence by an investor is usually evidenced in one or more of the following ways: [IAS 28.7] 

· representation on the board of directors or equivalent governing body of the investee; 

· participation in the policy-making process; 

· material transactions between the investor and the investee; 

· interchange of managerial personnel; or 

· provision of essential technical information. 

Potential voting rights are a factor to be considered in deciding whether significant influence exists. [IAS 28.9] 

Accounting for Associates 

In its consolidated financial statements, an investor should use the equity method of accounting for investments in associates, other than in the following three exceptional circumstances: 

· An investment in an associate that is acquired and held exclusively with a view to its disposal within 12 months from acquisition should be accounted for as held for trading under IAS 39. Under IAS 39, those investments are measured at fair value with fair value changes recognised in profit or loss. [IAS 28.13(a)] 

· A parent that is exempted from preparing consolidated financial statements by paragraph 10 of IAS 27 may prepare separate financial statements as its primary financial statements. In those separate statements, the investment in the associate may be accounted for by the cost method or under IAS 39. [IAS 28.13(b)] 

· An investor need not use the equity method if all of the following four conditions are met: [IAS 28.13(c)] 

· 1. the investor is itself a wholly-owned subsidiary, or is a partially-owned subsidiary of another entity and its other owners, including those not otherwise entitled to vote, have been informed about, and do not object to, the investor not applying the equity method; 

· 2. the investor's debt or equity instruments are not traded in a public market; 

· 3. the investor did not file, nor is it in the process of filing, its financial statements with a securities commission or other regulatory organisation for the purpose of issuing any class of instruments in a public market; and 

· 4. the ultimate or any intermediate parent of the investor produces consolidated financial statements available for public use that comply with International Financial Reporting Standards. 

Applying the Equity Method of Accounting 

Basic principle. Under the equity method of accounting, an equity investment is initially recorded at cost and is subsequently adjusted to reflect the investor's share of the net profit or loss of the associate. [IAS 28.11] 

Distributions and other adjustments to carrying amount. Distributions received from the investee reduce the carrying amount of the investment. Adjustments to the carrying amount may also be required arising from changes in the investee's equity that have not been included in the income statement (for example, revaluations). [IAS 28.11] 

Potential voting rights. Although potential voting rights are considered in deciding whether significant influence exists, the investor's share of profit or loss of the investee and of changes in the investee's equity is determined on the basis of present ownership interests. It should not reflect the possible exercise or conversion of potential voting rights. [IAS 28.12] 

Implicit goodwill and fair value adjustments. On acquisition of the investment in an associate, any difference (whether positive or negative) between the cost of acquisition and the investor's share of the fair values of the net identifiable assets of the associate is accounted for like goodwill in accordance with IFRS 3, Business Combinations. Appropriate adjustments to the investor's share of the profits or losses after acquisition are made to account for additional depreciation or amortisation of the associate's depreciable or amortisable assets based on the excess of their fair values over their carrying amounts at the time the investment was acquired. Any goodwill shown as part of the carrying amount of the investment in the associate is no longer amortised but instead tested annually for impairment in accordance with IFRS 3. [IAS 28.23] 

Discontinuing the equity method. Use of the equity method should cease from the date that significant influence ceases. The carrying amount of the investment at that date should be regarded as a new cost basis. [IAS 28.18-19] 

Transactions with associates. If an associate is accounted for using the equity method, unrealised profits and losses resulting from upstream (associate to investor) and downstream (investor to associate) transactions should be eliminated to the extent of the investor's interest in the associate. However, unrealised losses should not be eliminated to the extent that the transaction provides evidence of an impairment of the asset transferred. [IAS 28.22] 

Date of associate's financial statements. In applying the equity method, the investor should use the financial statements of the associate as of the same date as the financial statements of the investor unless it is impracticable to do so. [IAS 28.24] If it impracticable, the most recent available financial statements of the associate should be used, with adjustments made for the effects of any significant transactions or events occurring between the accounting period ends. However, the difference between the reporting date of the associate and that of the investor cannot be longer than three months. [IAS 28.25] 

Associate's accounting policies. If the associate uses accounting policies that differ from those of the investor, the associate's financial statements should be adjusted to reflect the investor's accounting policies for the purpose of applying the equity method. [IAS 28.27] 

Losses in excess of investment. If an investor's share of losses of an associate equals or exceeds its "interest in the associate", the investor discontinues recognising its share of further losses. The "interest in an associate" is the carrying amount of the investment in the associate under the equity method together with any long-term interests that, in substance, form part of the investor's net investment in the associate. [IAS 28.29] After the investor's interest is reduced to zero, additional losses are recognised by a provision (liability) only to the extent that the investor has incurred legal or constructive obligations or made payments on behalf of the associate. If the associate subsequently reports profits, the investor resumes recognising its share of those profits only after its share of the profits equals the share of losses not recognised. [IAS 28.30] 

Impairment. The impairment indicators in IAS 39, Financial Instruments: Recognition and Measurement, apply to investments in associates. [IAS 28.31] If impairment is indicated, the amount is calculated by reference to IAS 36, Impairment of Assets. [IAS 28.33] The recoverable amount of an investment in an associate is assessed for each individual associate, unless the associate does not generate cash flows independently. [IAS 28.34] 

Separate Financial Statements of the Investor 

Equity accounting is required in the separate financial statements of the investor even if consolidated accounts are not required, for example, because the investor has no subsidiaries. But equity accounting is not required where the investor would be exempt from preparing consolidated financial statements under IAS 27. In that circumstance, instead of equity accounting, the parent would account for the investment either (a) at cost or (b) in accordance with IAS 39. 

Disclosure 

The following disclosures are required: [IAS 28.37] 

· fair value of investments in associates for which there are published price quotations; 

· summarised financial information of associates, including the aggregated amounts of assets, liabilities, revenues, and profit or loss; 

· explanations when investments of less than 20% are accounted for by the equity method or when investments of more than 20% are not accounted for by the equity method; 

· use of a reporting date of the financial statements of an associate that is different from that of the investor; 

· nature and extent of any significant restrictions on the ability of associates to transfer funds to the investor in the form of cash dividends, or repayment of loans or advances; 

· unrecognised share of losses of an associate, both for the period and cumulatively, if an investor has discontinued recognition of its share of losses of an associate; 

· explanation of any associate is not accounted for using the equity method; and 

· summarised financial information of associates, either individually or in groups, that are not accounted for using the equity method, including the amounts of total assets, total liabilities, revenues, and profit or loss. 

The following disclosures relating to contingent liabilities are also required: [IAS 28.40] 

· Investor's share of the contingent liabilities of an associate incurred jointly with other investors; and 

· Contingent liabilities that arise because the investor is severally liable for all or part of the liabilities of the associate. 

Presentation 

· Equity method investments must be classified as non-current assets. [IAS 28.38] 

· The investor's share of the profit or loss of equity method investments, and the carrying amount of those investments, must be separately disclosed. [IAS 28.38] 

· The investor's share of any discontinuing operations of such associates is also separately disclosed. [IAS 28.38] 

The investor's share of changes recognised directly in the associate's equity are also recognised directly in equity by the investor, with disclosure in the statement of changes in equity as required by IAS 1 Presentation of Financial Statements. [IAS 28.39]

SUMMARY OF IAS 29- FINANCIAL REPORTING IN HYPERINFLATIONARY ECONOMIES

Objective of IAS 29 

The objective of IAS 29 is to establish specific standards for enterprises reporting in the currency of a hyperinflationary economy, so that the financial information provided is meaningful. 

Restatement of Financial Statements 

The basic principle in IAS 29 is that the financial statements of an entity that reports in the currency of a hyperinflationary economy should be stated in terms of the measuring unit current at the balance sheet date. Comparative figures for prior period(s) should be restated into the same current measuring unit. [IAS 29.8] 

Restatements are made by applying a general price index. Items such as monetary items that are already stated at the measuring unit at the balance sheet date are not restated. Other items are restated based on the change in the general price index between the date those items were acquired or incurred and the balance sheet date. 

A gain or loss on the net monetary position is included in net income. It should be disclosed separately. [IAS 29.9] 

The Standard does not establish an absolute rate at which hyperinflation is deemed to arise - but allows judgement as to when restatement of financial statements becomes necessary. Characteristics of the economic environment of a country which indicate the existence of hyperinflation include: [IAS 29.3] 

· the general population prefers to keep its wealth in non-monetary assets or in a relatively stable foreign currency. Amounts of local currency held are immediately invested to maintain purchasing power; 

· the general population regards monetary amounts not in terms of the local currency but in terms of a relatively stable foreign currency. Prices may be quoted in that currency; 

· sales and purchases on credit take place at prices that compensate for the expected loss of purchasing power during the credit period, even if the period is short; and 

· the cumulative inflation rate over three years approaches, or exceeds, 100%. 

IAS 29 describes characteristics that may indicate that an economy is hyperinflationary. However, it concludes that it is a matter of judgement when restatement of financial statements becomes necessary. 

When an economy ceases to be hyperinflationary and an enterprise discontinues the preparation and presentation of financial statements in accordance with IAS 29, it should treat the amounts expressed in the measuring unit current at the end of the previous reporting period as the basis for the carrying amounts in its subsequent financial statements. [IAS 29.38] 

Disclosure 

· Gain or loss on monetary items [IAS 29.9] 

· The fact that financial statements and other prior period data have been restated for changes in the general purchasing power of the reporting currency [IAS 29.39] 

· Whether the financial statements are based on an historical cost or current cost approach [IAS 29.39] 

· Identity and level of the price index at the balance sheet date and moves during the current and previous reporting period [IAS 29.39] 

February 2008: Hyperinflationary countries for 31 December 2007 reporting 

The International Practices Task Force (IPTF) of the AICPA's Centre for Audit Quality monitors the status of 'highly inflationary' countries. The Task Force's criteria for identifying such countries are similar to those for identifying 'hyperinflationary economies' under IAS 29. The IPTF has issued a report of discusisons with SEC staff on the IPTF's recommendations of which countries should be considered highly inflationary through 31 December 2007. Those countries are: 

· Angola, 

· Myanmar, and 

· Zimbabwe. 

The Task Force agreed that Angola would come off highly inflationary status as of the first period beginning after 31 December 2007. The following countries are on the Task Force's inflation 'watch list': Eritrea, Guinea, Haiti, Venezuela, Iran, and Zambia

SUMMARY OF IAS 31- INVESTMENTS IN JOINT VENTURES

Scope 

IAS 31 applies to accounting for all interests in joint ventures and the reporting of joint venture assets, liabilities, income, and expenses in the financial statements of venturers and investors, regardless of the structures or forms under which the joint venture activities take place, except for investments held by a venture capital organisation, mutual fund, unit trust, and similar entity that (by election or requirement) are accounted for as under IAS 39 at fair value with fair value changes recognised in profit or loss. [IAS 31.1] 

Key Definitions [IAS 31.3] 

Joint venture: A contractual arrangement whereby two or more parties undertake an economic activity that is subject to joint control. 

Venturer: A party to a joint venture and has joint control over that joint venture. 

Investor in a joint venture: A party to a joint venture and does not have joint control over that joint venture. 

Control: The power to govern the financial and operating policies of an activity so as to obtain benefits from it. 

Joint control: The contractually agreed sharing of control over an economic activity such that no individual contracting party has control. 

Jointly Controlled Operations 

Jointly controlled operations involve the use of assets and other resources of the venturers rather than the establishment of a separate entity. Each venturer uses its own assets, incurs its own expenses and liabilities, and raises its own finance. [IAS 31.13] 

IAS 31 requires that the venturer should recognise in its financial statements the assets that it controls, the liabilities that it incurs, the expenses that it incurs, and its share of the income from the sale of goods or services by the joint venture. [IAS 31.15] 

Jointly Controlled Assets 

Jointly controlled assets involve the joint control, and often the joint ownership, of assets dedicated to the joint venture. Each venturer may take a share of the output from the assets and each bears a share of the expenses incurred. [IAS 31.18] 

IAS 31 requires that the venturer should recognise in its financial statements its share of the joint assets, any liabilities that it has incurred directly and its share of any liabilities incurred jointly with the other venturers, income from the sale or use of its share of the output of the joint venture, its share of expenses incurred by the joint venture and expenses incurred directly in respect of its interest in the joint venture. [IAS 31.21] 

Jointly Controlled Entities 

A jointly controlled entity is a corporation, partnership, or other entity in which two or more venturers have an interest, under a contractual arrangement that establishes joint control over the entity. [IAS 31.24] 

Each venturer usually contributes cash or other resources to the jointly controlled entity. Those contributions are included in the accounting records of the venturer and recognised in the venturer's financial statements as an investment in the jointly controlled entity. [IAS 31.29] 

IAS 31 allows two treatments of accounting for an investment in jointly controlled entities – except as noted below: 

· Proportionate consolidation. [IAS 31.30] 

· Equity method of accounting. [IAS 31.38] 

Proportionate consolidation or equity method are not required in the following exceptional circumstances: [IAS 31.2] 

· An investment in a jointly controlled entity that is acquired and held exclusively with a view to its disposal within 12 months from acquisition should be accounted for as held for trading under IAS 39. Under IAS 39, those investments are measured at fair value with fair value changes recognised in profit or loss. [IAS 28.13(a)] 

· A parent that is exempted from preparing consolidated financial statements by paragraph 10 of IAS 27 may prepare separate financial statements as its primary financial statements. In those separate statements, the investment in the jointly controlled entity may be accounted for by the cost method or under IAS 39. [IAS 28.13(b)] 

· An investor in a jointly controlled entity need not use proportionate consolidation or the equity method if all of the following four conditions are met: [IAS 28.13(c)] 

· 1. the investor is itself a wholly-owned subsidiary, or is a partially-owned subsidiary of another entity and its other owners, including those not otherwise entitled to vote, have been informed about, and do not object to, the investor not applying proportionate consolidation or the equity method; 

· 2. the investor's debt or equity instruments are not traded in a public market; 

· 3. the investor did not file, nor is it in the process of filing, its financial statements with a securities commission or other regulatory organisation for the purpose of issuing any class of instruments in a public market; and 

· 4. the ultimate or any intermediate parent of the investor produces consolidated financial statements available for public use that comply with International Financial Reporting Standards. 

Proportionate Consolidation 

Under proportionate consolidation, the balance sheet of the venturer includes its share of the assets that it controls jointly and its share of the liabilities for which it is jointly responsible. The income statement of the venturer includes its share of the income and expenses of the jointly controlled entity. [IAS 31.33] 

IAS 31 allows for the use of two different reporting formats for presenting proportionate consolidation: [IAS 31.34] 

· The venturer may combine its share of each of the assets, liabilities, income and expenses of the jointly controlled entity with the similar items, line by line, in its financial statements; or 

· The venturer may include separate line items for its share of the assets, liabilities, income and expenses of the jointly controlled entity in its financial statements. 

Equity Method 

Procedures for applying the equity method are the same as those described in IAS 28 Investments in Associates. 

Separate Financial Statements of the Venturer 

In the separate financial statements of the venturer, its interests in the joint venture should be: [IAS 28.46] 

· accounted for at cost; or 

· accounted for under IAS 39 Financial Instruments: Recognition and Measurement. 

Transactions Between a Venturer and a Joint Venture 

If a venturer contributes or sells an asset to a jointly controlled entity, while the assets are retained by the joint venture, provided that the venturer has transferred the risks and rewards of ownership, it should recognise only the proportion of the gain attributable to the other venturers. The venturer should recognise the full amount of any loss incurred when it is indicative of a permanent decline in value. [IAS 31.48] 

The requirements for recognition of gains and losses apply equally to non-monetary contributions unless the gain or loss cannot be measured, or the other venturers contribute similar assets. Unrealised gains or losses should be eliminated against the underlying assets (proportionate consolidation) or against the investment (equity method). [SIC 13] 

When a venturer purchases assets from a jointly controlled entity, it should not recognise its share of the gain until it resells the asset to an independent party. Losses should be recognised if they are indicative of a permanent decline in value. [IAS 31.49] 

Financial Statements of an Investor 

An investor in a joint venture who does not have joint control should report its interest in a joint venture in its consolidated financial statements either: [IAS 31.51] 

· in accordance with IAS 28 Investments in Associates – only if the investor has significant influence in the joint venture; or 

· in accordance with IAS 39 Financial Instruments: Recognition and Measurement. 

Disclosure 

A venturer is required to disclose: 

· Information about contingent liabilities relating to its interest in a joint venture. [IAS 31.54] 

· Information about commitments relating to its interests in joint ventures. [IAS 31.55] 

· A listing and description of interests in significant joint ventures and the proportion of ownership interest held in jointly controlled entities. A venturer that recognises its interests in jointly controlled entities using the line-by-line reporting format for proportionate consolidation or the equity method shall disclose the aggregate amounts of each of current assets, long-term assets, current liabilities, long-term liabilities, income, and expenses related to its interests in joint ventures. [IAS 31.56] 

· The method it uses to recognise its interests in jointly controlled entities. [IAS 31.57]

SUMMARY OF IAS 32- FINANCIAL INSTRUMENTS- PRESENTATION

Objective of IAS 32 

The stated objective of IAS 32 is to enhance financial statement users' understanding of the significance of financial instruments to an entity's financial position, performance, and cash flows. 

IAS 32 addresses this in a number of ways: 

· Clarifying the classification of a financial instrument issued by an enterprise as a liability or as equity. 

· Prescribing the accounting for treasury shares (a company's own repurchased shares). 

· Prescribing strict conditions under which assets and liabilities may be offset in the balance sheet. 

· Requiring a broad range of disclosures about financial instruments, including information as to their fair values. 

IAS 32 is a companion to IAS 39 Financial Instruments: Recognition and Measurement. IAS 39 deals with, among other things, initial recognition of financial assets and liabilities, measurement subsequent to initial recognition, impairment, derecognition, and hedge accounting. 

Scope 

IAS 32 applies in presenting and disclosing information about all types of financial instruments with the following exceptions: [IAS 32.4] 

· Interests in subsidiaries, associates, and joint ventures that are accounted for under IAS 27 Consolidated and Separate Financial Statements, IAS 28 Investments in Associates, or IAS 31 Interests in Joint Ventures. However, IAS 32 applies to all derivatives on interests in subsidiaries, associates, or joint ventures. 

· Employers' rights and obligations under employee benefit plans [see IAS 19]. 

· Rights and obligations arising under insurance contracts (this is the subject of a current IASB project). However, IAS 32 applies to a financial instrument that takes the form of an insurance (or reinsurance) contract but that principally involves the transfer of financial risks. Also, IAS 32 applies to derivatives that are embedded in insurance contracts. 

· Contracts for contingent consideration in a business combination [see IFRS 3]. 

· Contracts that require a payment based on climatic, geological or other physical variables (weather derivatives) [see IAS 39]. 

IAS 32 applies to those contracts to buy or sell a non-financial item that can be settled net in cash or another financial instrument, except for contracts that were entered into and continue to be held for the purpose of the receipt or delivery of a non-financial item in accordance with the entity's expected purchase, sale, or usage requirements. [IAS 32.8] 

Key Definitions [IAS 32.11] 

Financial instrument: A contract that gives rise to a financial asset of one entity and a financial liability or equity instrument of another entity. 

Financial asset: Any asset that is: 

· cash; 

· an equity instrument of another entity; 

· a contractual right: 

· to receive cash or another financial asset from another entity; or 

· to exchange financial assets or financial liabilities with another entity under conditions that are potentially favourable to the entity; or 

· a contract that will or may be settled in the entity's own equity instruments and is: 

· a non-derivative for which the entity is or may be obliged to receive a variable number of the entity's own equity instruments; or 

· a derivative that will or may be settled other than by the exchange of a fixed amount of cash or another financial asset for a fixed number of the entity's own equity instruments. For this purpose the entity's own equity instruments do not include instruments that are themselves contracts for the future receipt or delivery of the entity's own equity instruments. 

Financial liability: Any liability that is: 

· a contractual obligation: 

· to deliver cash or another financial asset to another entity; or 

· to exchange financial assets or financial liabilities with another entity under conditions that are potentially unfavourable to the entity; or 

· a contract that will or may be settled in the entity's own equity instruments 

Equity instrument: Any contract that evidences a residual interest in the assets of an entity after deducting all of its liabilities. 

Fair value: The amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm's length transaction. 

The definition of financial instrument used in IAS 32 is the same as that in IAS 39. 

Classification as Liability or Equity 
The fundamental principle of IAS 32 is that a financial instrument should be classified as either a financial liability or an equity instrument according to the substance of the contract, not its legal form. The enterprise must make the decision at the time the instrument is initially recognised. The classification is not subsequently changed based on changed circumstances. [IAS 32.15] 

A financial instrument is an equity instrument only if (a) the instrument includes no contractual obligation to deliver cash or another financial asset to another entity and (b) if the instrument will or may be settled in the issuer's own equity instruments, it is either: 

· a non-derivative that includes no contractual obligation for the issuer to deliver a variable number of its own equity instruments; or 

· a derivative that will be settled only by the issuer exchanging a fixed amount of cash or another financial asset for a fixed number of its own equity instruments. [IAS 32.16] 

Illustration - preference shares 

If an enterprise issues preference (preferred) shares that pay a fixed rate of dividend and that have a mandatory redemption feature at a future date, the substance is that they are a contractual obligation to deliver cash and, therefore, should be recognised as a liability. In contrast, normal preference shares do not have a fixed maturity, and the issuer does not have a contractual obligation to make any payment. Therefore, they are equity. [IAS 32.18] 

Illustration - issuance of fixed monetary amount of equity instruments 

A contractual right or obligation to receive or deliver a number of its own shares or other equity instruments that varies so that the fair value of the entity's own equity instruments to be received or delivered equals the fixed monetary amount of the contractual right or obligation is a financial liability. [IAS 32.20] 

Illustration - one party has a choice over how an instrument is settled 

When a derivative financial instrument gives one party a choice over how it is settled (for instance, the issuer or the holder can choose settlement net in cash or by exchanging shares for cash), it is a financial asset or a financial liability unless all of the settlement alternatives would result in it being an equity instrument. [IAS 32.26] 

Puttable instruments and obligations arising on liquidation 

On 14 February 2008, the IASB amended IAS 32 and IAS 1 Presentation of Financial Statements with respect to the balance sheet classification of puttable financial instruments and obligations arising only on liquidation. As a result of the amendments, some financial instruments that currently meet the definition of a financial liability will be classified as equity because they represent the residual interest in the net assets of the entity. The amendments have detailed criteria for identifying such instruments, but they generally would include: 

· Puttable instruments that are subordinate to all other classes of instruments and that entitle the holder to a pro rata share of the entity's net assets in the event of the entity's liquidation. A puttable instrument is a financial instrument that gives the holder the right to put the instrument back to the issuer for cash or another financial asset or is automatically put back to the issuer on the occurrence of an uncertain future event or the death or retirement of the instrument holder. 

· Instruments, or components of instruments, that are subordinate to all other classes of instruments and that impose on the entity an obligation to deliver to another party a pro rata share of the net assets of the entity only on liquidation. 

The amendments result from proposals that were in an Exposure Draft published by the Board in June 2006. The amendments are effective for annual periods beginning on or after 1 January 2009. Earlier application is permitted.  

 That newsletter includes the following examples illustrating the types of instruments affected by the new requirements: 

Issued financial instrument
Classification under existing IAS 32
Classification under amended IAS 32

Share puttable throughout its life at fair value, that is also the most subordinate, does not contain any other obligation, with discretionary dividends based on profits of the issuer
Liability
Equity

Share puttable at fair value, that is not the most subordinate
Liability
Liability

Share puttable at fair value only on liquidation, that is also the most subordinate, but contains a fixed non-discretionary dividend
Liability
Compound (part equity, part liability)

Share puttable at fair value only on liquidation, that is also the most subordinate, but contains a fixed discretionary dividend and does not contain any other obligation
Liability
Equity

Any of the instruments described above issued by a subsidiary held by non-controlling parties, in the consolidated financial statements
Liability
Liability

Compound Financial Instruments 

Some financial instruments - sometimes called compound instruments - have both a liability and an equity component from the issuer's perspective. In that case, IAS 32 requires that the component parts be accounted for and presented separately according to their substance based on the definitions of liability and equity. The split is made at issuance and not revised for subsequent changes in market interest rates, share prices, or other event that changes the likelihood that the conversion option will be exercised. [IAS 32.28] 

To illustrate, a convertible bond contains two components. One is a financial liability, namely the issuer's contractual obligation to pay cash, and the other is an equity instrument, namely the holder's option to convert into common shares. Another example is debt issued with detachable share purchase warrants. 

When the initial carrying amount of a compound financial instrument is required to be allocated to its equity and liability components, the equity component is assigned the residual amount after deducting from the fair value of the instrument as a whole the amount separately determined for the liability component. [IAS 32.31] 

Interest, dividends, gains, and losses relating to an instrument classified as a liability should be reported in the income statement. This means that dividend payments on preferred shares classified as liabilities are treated as expenses. On the other hand, distributions (such as dividends) to holders of a financial instrument classified as equity should be charged directly against equity, not against earnings. [IAS 32.35] 

Treasury Shares 

The cost of an entity's own equity instruments that it has reacquired ('treasury shares') is deducted from equity. Gain or loss is not recognised on the purchase, sale, issue, or cancellation of treasury shares. Treasury shares may be acquired and held by the entity or by other members of the consolidated group. Consideration paid or received is recognised directly in equity. [IAS 32.33] 

Offsetting 

IAS 32 also prescribes rules for the offsetting of financial assets and financial liabilities. It specifies that a financial asset and a financial liability should be offset and the net amount reported when, and only when, an enterprise: [IAS 32.42] 

· has a legally enforceable right to set off the amounts; and 

· intends either to settle on a net basis, or to realise the asset and settle the liability simultaneously. 

Costs of Issuing or Reacquiring Equity Instruments 

Costs of issuing or reacquiring equity instruments (other than in a business combination) are accounted for as a deduction from equity, net of any related income tax benefit. [IAS 32.35] 

Disclosures 

Financial instruments disclosures are in IFRS 7 Financial Instruments: Disclosures, and no longer in IAS 32.

SUMMARY OF IAS 33- EARNINGS PER SHARE

Objective of IAS 33 

The objective of IAS 33 is to prescribe principles for the determination and presentation of earnings per share (EPS) amounts in order to improve performance comparisons between different enterprises in the same period and between different accounting periods for the same enterprise. 

Scope 

IAS 33 applies to entities whose securities are publicly traded or that are in the process of issuing securities to the public. [IAS 33.2] Other entities that choose to present EPS information must also comply with IAS 33. [IAS 33.3] 

If both parent and consolidated statements are presented in a single report, EPS is required only for the consolidated statements. [IAS 33.4] 

Key Definitions {IAS 33.5] 

Ordinary share: Also known as a common share or common stock. An equity instrument that is subordinate to all other classes of equity shares. 

Potential ordinary share: A financial instrument or other contract that could result it its holder getting ordinary shares. 

Common Examples of Potential Ordinary Shares

· convertible debt; 

· convertible preferred shares; 

· share warrants; 

· share options; 

· share rights; 

· employee stock purchase plans; 

· contractual rights to purchase shares; and 

· contingent issuance contracts or agreements (such as those arising in business combination). 

Dilution: A reduction in earnings per share or an increase in loss per share resulting from the assumption that convertible instruments are converted, that options or warrants are exercised, or that ordinary shares are issued upon the satisfaction of specified conditions. 

Antidilution: An increase in earnings per share or a reduction in loss per share resulting from the assumption that convertible instruments are converted, that options or warrants are exercised, or that ordinary shares are issued upon the satisfaction of specified conditions. 

Requirement to Present EPS 

An entity whose securities are publicly traded (or that is in process of public issuance) must present, on the face of the income statement, basic and diluted earnings per share for: [IAS 33.66] 

· profit or loss from continuing operations attributable to the ordinary equity holders of the parent entity; and 

· profit or loss attributable to the ordinary equity holders of the parent entity for the period for each class of ordinary shares that has a different right to share in profit for the period. 

Basic and diluted earnings per share must be presented with equal prominence for all periods presented. [IAS 33.66] 

Basic and diluted EPS must be presented even if the amounts are negative (that is, a loss per share). [IAS 33.69] 

If an entity reports a discontinued operation, basic and diluted amounts per share must be disclosed for the discontinued operation either on the face of the income statement or in the notes to the financial statements. [IAS 33.68] 

Basic EPS 

Basic EPS is calculated by dividing profit or loss attributable to ordinary equity holders of the parent entity (the numerator) by the weighted average number of ordinary shares outstanding (the denominator) during the period. [IAS 33.10] 

The earnings numerators (profit or loss from continuing operations and net profit or loss) used for the calculation should be after deducting all expenses including taxes, minority interests, and preference dividends. [IAS 33.11] 

The denominator is calculated by adjusting the shares in issue at the beginning of the period by the number of shares bought back or issued during the period, multiplied by a time-weighting factor. IAS 33 includes guidance on appropriate recognition dates for shares issued in various circumstances. [IAS 33.20-21] 

Contingently issuable shares are included in the basic EPS denominator if the contingency has been met. [IAS 33.52] 

Diluted EPS 

Diluted EPS is calculated by adjusting the earnings and number of shares for the effects of dilutive options and other dilutive potential ordinary shares. [IAS 33.31] The effects of anti-dilutive potential ordinary shares are ignored in calculating diluted EPS. [IAS 33.41] 

Guidance on Calculating Dilution


Convertible securities. The numerator should be adjusted for the after-tax effects of dividends and interest charged in relation to dilutive potential ordinary shares and for any other changes in income that would result from the conversion of the potential ordinary shares. [IAS 33.33] 

Options and warrants. In calculating diluted EPS, assume the exercise of outstanding dilutive options and warrants. The assumed proceeds from exercise should be regarded as having been used to repurchase ordinary shares at the average market price during the period. The difference between the number of ordinary shares assumed issued on exercise and the number of ordinary shares assumed repurchased shall be treated as an issue of ordinary shares for no consideration. [IAS 33.45] 

Contingently issuable shares. Contingently issuable ordinary shares are treated as outstanding and included in the calculation of both basic and diluted EPS if the conditions have been met. If the conditions have not been met, the number of contingently issuable shares included in the diluted EPS calculation is based on the number of shares that would be issuable if the end of the period were the end of the contingency period. Restatement is not permitted if the conditions are not met when the contingency period expires. [IAS 33.52] 

Contracts that may be settled in ordinary shares or cash. Presume that the contract will be settled in ordinary shares, and include the resulting potential ordinary shares in diluted EPS if the effect is dilutive. [IAS 33.58] 

Retrospective Adjustments 

The calculation of basic and diluted EPS for all periods presented is adjusted retrospectively when the number of ordinary or potential ordinary shares outstanding increases as a result of a capitalisation, bonus issue, or share split, or decreases as a result of a reverse share split. If such changes occur after the balance sheet date but before the financial statements are authorised for issue, the per share calculations for those and any prior period financial statements presented are based on the new number of shares. Disclosure is required. [IAS 33.64] 

Basic and diluted EPS are also adjusted for the effects of errors and adjustments resulting from changes in accounting policies, accounted for retrospectively. [IAS 33.64] 

Diluted EPS for prior periods should not be adjusted for changes in the assumptions used or for the conversion of potential ordinary shares into ordinary shares outstanding. [IAS 33.65] 

Disclosure 

If EPS is presented, the following disclosures are required: [IAS 33.70] 

· The amounts used as the numerators in calculating basic and diluted EPS, and a reconciliation of those amounts to profit or loss attributable to the parent entity for the period. 

· The weighted average number of ordinary shares used as the denominator in calculating basic and diluted EPS, and a reconciliation of these denominators to each other. 

· Instruments (including contingently issuable shares) that could potentially dilute basic earnings per share in the future, but were not included in the calculation of diluted EPS because they are antidilutive for the period(s) presented. 

· A description of those ordinary share transactions or potential ordinary share transactions that occur after the balance sheet date and that would have changed significantly the number of ordinary shares or potential ordinary shares outstanding at the end of the period if those transactions had occurred before the end of the reporting period. Examples include issues and redemptions of ordinary shares, warrants and options, conversions, and exercises. 

An entity is permitted to disclose amounts per share other than profit or loss from continuing operations, discontinued operations, and net profit or loss earnings per share. Guidance for calculating and presenting such amounts is included in IAS 33.73.

SUMMARY OF IAS 34- INTERIM FINANCIAL REPORTING

Objective of IAS 34 

The objective of IAS 34 is to prescribe the minimum content of an interim financial report and to prescribe the principles for recognition and measurement in financial statements presented for an interim period. 

Key Definitions 

Interim period: A financial reporting period shorter than a full financial year (most typically a quarter or half-year). 

Interim financial report: A financial report that contains either a complete or condensed set of financial statements for a period shorter than an enterprise's full financial year. 

Matters Left to Local Regulators 

IAS 34 specifies the content of an interim financial report that is described as conforming to International Accounting Standards. However, IAS 34 does not mandate: 

· which enterprises should publish interim financial reports, 

· how frequently, or 

· how soon after the end of an interim period. 

Such matters will be decided by national governments, securities regulators, stock exchanges, and accountancy bodies. [IAS 34.1] 

However, the Standard encourages publicly-traded enterprises to provide interim financial reports that conform to the recognition, measurement, and disclosure principles set out in IAS 34, at least as of the end of the first half of their financial year, such reports to be made available not later than 60 days after the end of the interim period. [IAS 34.1] 

Minimum Content of an Interim Financial Report 

The minimum components specified for an interim financial report are: [IAS 34.8] 

· a condensed balance sheet, 

· a condensed income statement, 

· a condensed statement of changes in equity, 

· a condensed cash flow statement and 

· selected explanatory notes. 

If a complete set of financial statements is published in the interim report, those financial statements should be in full compliance with IAS. [IAS 34.9] 

If the financial statements are condensed, they should include, at a minimum, each of the headings and sub-totals included in the most recent annual financial statements and the explanatory notes required by IAS 34. Additional line-items should be included if their omission would make the interim financial information misleading. If the annual financial statements were consolidated (group) statements, the interim statements should be group statements as well. [IAS 34.10] 

The periods to be covered by the interim financial statements are as follows: [IAS 34.20] 

· balance sheet as of the end of the current interim period and a comparative balance sheet as of the end of the immediately preceding financial year; 

· income statements for the current interim period and cumulatively for the current financial year to date, with comparative income statements for the comparable interim periods (current and year-to-date) of the immediately preceding financial year; 

· statement showing changes in equity cumulatively for the current financial year to date, with a comparative statement for the comparable year-to-date period of the immediately preceding financial year; and 

· cash flow statement cumulatively for the current financial year to date, with a comparative statement for the comparable year-to-date period of the immediately preceding financial year. 

If the company's business is highly seasonal, IAS 34 encourages disclosure of financial information for the latest 12 months, and comparative information for the prior 12-month period, in addition to the interim period financial statements. [IAS 34.21] 

Note Disclosures 

The explanatory notes required are designed to provide an explanation of events and transactions that are significant to an understanding of the changes in financial position and performance of the enterprise since the last annual reporting date. IAS 34 states a presumption that anyone who reads an enterprise's interim report will also have access to its most recent annual report. Consequently, IAS 34 avoids repeating annual disclosures in interim reports. [IAS 34.15] 

Examples of Note Disclosures in Interim Reports [IAS 34.16-17]

· accounting policy changes 

· seasonality or cyclicality of operations 

· unusual items 

· changes in estimates 

· issuances, repurchases, and repayments of debt and equity securities 

· dividends 

· a few items of segment information (for those entities required by IAS 14 to report segment information annually) 

· significant events after the end of the interim period 

· business combinations 

· long-term investments 

· restructurings and reversals of restructuring provisions 

· discontinuing operations 

· corrections of prior period errors 

· write-down of inventory to net realisable value 

· impairment loss on property, plant, equipment, intangibles, or other assets, and reversal of such impairment loss 

· litigation settlements 

· any debt default or any breach of a debt covenant that has not been corrected subsequently 

· related party transactions 

· acquisitions and disposals of property, plant, and equipment 

· commitments to purchase property, plant, and equipment. 

Accounting Policies 

The same accounting policies should be applied for interim reporting as are applied in the enterprise's annual financial statements, except for accounting policy changes made after the date of the most recent annual financial statements that are to be reflected in the next annual financial statements. [IAS 34.28] 

A key provision of IAS 34 is that an enterprise should use the same accounting policy throughout a single financial year. If a decision is made to change a policy mid-year, the change is implemented retrospectively, and previously reported interim data is restated. [IAS 34.43] 

Measurement 

Measurements for interim reporting purposes should be made on a year-to-date basis, so that the frequency of the enterprise's reporting does not affect the measurement of its annual results. [IAS 34.28] 

Several important measurement points: 

· Revenues that are received seasonally, cyclically or occasionally within a financial year should not be anticipated or deferred as of the interim date, if anticipation or deferral would not be appropriate at the end of the financial year. [IAS 34.37] 

· Costs that are incurred unevenly during a financial year should be anticipated or deferred for interim reporting purposes if, and only if, it is also appropriate to anticipate or defer that type of cost at the end of the financial year. [IAS 34.39] 

· Income tax expenses should be recognised based on the best estimate of the weighted average annual income tax rate expected for the full financial year. [IAS 34. Appendix B.12] 

An appendix to IAS 34 provides guidance for applying the basic recognition and measurement principles at interim dates to various types of asset, liability, income, and expense. 

Materiality 

In deciding how to recognise, classify, or disclose an item for interim financial reporting purposes, materiality is to be assessed in relation to the interim period financial data, not forecasted annual data. [IAS 34.23] 

Disclosure in Annual Financial Statements 

If an estimate of an amount reported in an interim period is changed significantly during the financial interim period in the financial year but a separate financial report is not published for that period, the nature and amount of that change must be disclosed 

SUMMARY OF IAS 36- IMPAIRMENT OF ASSETS

Objective 

To ensure that assets are carried at no more than their recoverable amount, and to define how recoverable amount is calculated. 

Scope 

IAS 36 applies to all assets except: [IAS 36.2] 

· inventories (see IAS 2) 

· assets arising from construction contracts (see IAS 11) 

· deferred tax assets (see IAS 12) 

· assets arising from employee benefits (see IAS 19) 

· financial assets (see IAS 39) 

· investment property carried at fair value (see IAS 40) 

· certain agricultural assets carried at fair value (see IAS 41) 

· insurance contract assets (see IFRS 4) 

· assets held for sale (see IFRS 5) 

Therefore, IAS 36 applies to (among other assets): 

· land 

· buildings 

· machinery and equipment 

· investment property carried at cost 

· intangible assets 

· goodwill 

· investments in subsidiaries, associates, and joint ventures 

· assets carried at revalued amounts under IAS 16 and IAS 38 

Key Definitions [IAS 36.6] 

Impairment: An asset is impaired when its carrying amount exceeds its recoverable amount. 

Carrying amount: the amount at which an asset is recognised in the balance sheet after deducting accumulated depreciation and accumulated impairment losses 

Recoverable amount: The higher of an asset's fair value less costs to sell (sometimes called net selling price) and its value in use: 

Fair value: The amount obtainable from the sale of an asset in a bargained transaction between knowledgeable, willing parties. 

Value in use: The discounted present value of estimated future cash flows expected to arise from: 

· the continuing use of an asset, and from 

· its disposal at the end of its useful life. 

Identifying an Asset That May Be Impaired 

At each balance sheet date, review all assets to look for any indication that an asset may be impaired (its carrying amount may be in excess of the greater of its net selling price and its value in use). IAS 36 has a list of external and internal indicators of impairment. If there is an indication that an asset may be impaired, then you must calculate the asset's recoverable amount. [IAS 36.9] 

The recoverable amounts of the following types of intangible assets should be measured annually whether or not there is any indication that it may be impaired. In some cases, the most recent detailed calculation of recoverable amount made in a preceding period may be used in the impairment test for that asset in the current period: [IAS 36.10] 

· an intangible asset with an indefinite useful life. 

· an intangible asset not yet available for use. 

· goodwill acquired in a business combination. 

Indications of Impairment [IAS 36.12] 

External sources: 

· market value declines 

· negative changes in technology, markets, economy, or laws 

· increases in market interest rates 

· company stock price is below book value 

Internal sources: 

· obsolescence or physical damage 

· asset is part of a restructuring or held for disposal 

· worse economic performance than expected 

These lists are not intended to be exhaustive. Also, must consider materiality. [IAS 36.13] Further, an indication that an asset may be impaired may indicate that the asset's useful life, depreciation method, or residual value may need to be reviewed and adjusted. [IAS 36.17] 

Determining Recoverable Amount 

· If fair value less costs to sell or value in use is more than carrying amount, it is not necessary to calculate the other amount. The asset is not impaired. [IAS 36.19] 

· If fair value less costs to sell cannot be determined, then recoverable amount is value in use. [IAS 36.20] 

· For assets to be disposed of, recoverable amount is fair value less costs to sell. [IAS 36.21] 

Fair Value Less Costs to Sell 

· If there is a binding sale agreement, use the price under that agreement less costs of disposal. [IAS 36.25] 

· If there is an active market for that type of asset, use market price less costs of disposal. Market price means current bid price if available, otherwise the price in the most recent transaction. [IAS 36.26] 

· If there is no active market, use the best estimate of the asset's selling price less costs of disposal. [IAS 36.27] 

· Costs of disposal are the direct added costs only (not existing costs or overhead). [IAS 36.28] 

Value in Use 

The calculation of value in use should reflect the following elements: [IAS 36.30] 

· an estimate of the future cash flows the entity expects to derive from the asset in an arm's length transaction; 

· expectations about possible variations in the amount or timing of those future cash flows; 

· the time value of money, represented by the current market risk-free rate of interest; 

· the price for bearing the uncertainty inherent in the asset; and 

· other factors, such as illiquidity, that market participants would reflect in pricing the future cash flows the entity expects to derive from the asset. 

Cash flow projections should be based on reasonable and supportable assumptions, the most recent budgets and forecasts, and extrapolation for periods beyond budgeted projections. [IAS 36.33] IAS 36 presumes that budgets and forecasts should not go beyond five years; for periods after five years, extrapolate from the earlier budgets. [IAS 36.35] Management should assess the reasonableness of its assumptions by examining the causes of differences between past cash flow projections and actual cash flows. [IAS 36.34] 

Cash flow projections should relate to the asset in its current condition – future restructurings to which the entity is not committed and expenditures to improve or enhance the asset's performance should not be anticipated. [IAS 36.44] 

Estimates of future cash flows should not include cash inflows or outflows from financing activities, or income tax receipts or payments. [IAS 36.50] 

Discount Rate 

In measuring value in use, the discount rate used should be the pre-tax rate that reflects current market assessments of the time value of money and the risks specific to the asset. [IAS 36.55] 

The discount rate should not reflect risks for which future cash flows have been adjusted and should equal the rate of return that investors would require if they were to choose an investment that would generate cash flows equivalent to those expected from the asset. [IAS 36.56] 

For impairment of an individual asset or portfolio of assets, the discount rate is the rate the company would pay in a current market transaction to borrow money to buy that specific asset or portfolio. 

If a market-determined asset-specific rate is not available, a surrogate must be used that reflects the time value of money over the asset's life as well as country risk, currency risk, price risk, and cash flow risk. The following would normally be considered: [IAS 36.57] 

· the enterprise's own weighted average cost of capital; 

· the enterprise's incremental borrowing rate; and 

· other market borrowing rates. 

Recognition of an Impairment Loss 

· An impairment loss should be recognised whenever recoverable amount is below carrying amount. [IAS 36.59] 

· The impairment loss is an expense in the income statement (unless it relates to a revalued asset where the value changes are recognised directly in equity). [IAS 36.60] 

· Adjust depreciation for future periods. [IAS 36.63] 

Cash-Generating Units 

Recoverable amount should be determined for the individual asset, if possible. [IAS 36.66] 

If it is not possible to determine the recoverable amount (fair value less cost to sell and value in use) for the individual asset, then determine recoverable amount for the asset's cash-generating unit (CGU). [IAS 36.66] The CGU is the smallest identifiable group of assets: [IAS 36.6] 

· that generates cash inflows from continuing use, and 

· that are largely independent of the cash inflows from other assets or groups of assets. 

Impairment of Goodwill 

Goodwill should be tested for impairment annually. [IAS 36.96] 

To test for impairment, goodwill must be allocated to each of the acquirer's cash-generating units, or groups of cash-generating units, that are expected to benefit from the synergies of the combination, irrespective of whether other assets or liabilities of the acquiree are assigned to those units or groups of units. Each unit or group of units to which the goodwill is so allocated shall: [IAS 36.80] 

· represent the lowest level within the entity at which the goodwill is monitored for internal management purposes; and 

· not be larger than a segment based on either the entity's primary or the entity's secondary reporting format determined in accordance with IAS 14 Segment Reporting. 

A cash-generating unit to which goodwill has been allocated shall be tested for impairment at least annually by comparing the carrying amount of the unit, including the goodwill, with the recoverable amount of the unit: [IAS 36.90] 

· If the recoverable amount of the unit exceeds the carrying amount of the unit, the unit and the goodwill allocated to that unit is not impaired. 

· If the carrying amount of the unit exceeds the recoverable amount of the unit, the entity must recognise an impairment loss. 

The impairment loss is allocated to reduce the carrying amount of the assets of the unit (group of units) in the following order: [IAS 36.104] 

· first, reduce the carrying amount of any goodwill allocated to the cash-generating unit (group of units); and 

· then, reduce the carrying amounts of the other assets of the unit (group of units) pro rata on the basis. 

The carrying amount of an asset should not be reduced below the highest of: [IAS 36.105] 

· its fair value less costs to sell (if determinable); 

· its value in use (if determinable); and 

· zero. 

If the preceding rule is applied, further allocation of the impairment loss is made pro rata to the other assets of the unit (group of units). 

Reversal of an Impairment Loss 

· Same approach as for the identification of impaired assets: assess at each balance sheet date whether there is an indication that an impairment loss may have decreased. If so, calculate recoverable amount. [IAS 36.110] 

· No reversal for unwinding of discount. [IAS 36.116] 

· The increased carrying amount due to reversal should not be more than what the depreciated historical cost would have been if the impairment had not been recognised. [IAS 36.117] 

· Reversal of an impairment loss is recognised as income in the income statement. [IAS 36.119] 

· Adjust depreciation for future periods. [IAS 36.121] 

· Reversal of an impairment loss for goodwill is prohibited. [IAS 36.124] 

Disclosure 

Disclosure by class of assets: [IAS 36.126] 

· Impairment losses recognised in the income statement 

· Impairment losses reversed in the income statement 

· Which line item(s) of the income statement 

Disclosure by segment: [IAS 36.129] 

· primary segments only (usually product line or industry) 

· impairment losses recognised 

· impairment losses reversed 

Other disclosures: 

If an individual impairment loss (reversal) is material disclose: [IAS 36.130] 

· events and circumstances resulting in the impairment loss. 

· amount of the loss. 

· individual asset: nature and segment to which it relates. 

· Cash generating unit: description, amount of impairment loss (reversal) by class of assets and segment. 

· if recoverable amount is fair value less costs to sell, disclose the basis for determining fair value. 

· if recoverable amount is value in use, disclose the discount rate. 

If impairment losses recognised (reversed) are material in aggregate to the financial statements as a whole, disclose: [IAS 36.131] 

· main classes of assets affected 

· main events and circumstances 

· Disclose detailed information about the estimates used to measure recoverable amounts of cash generating units containing goodwill or intangible assets with indefinite useful lives. [IAS 36.134-35]

SUMMARY OF IAS 37- PROVISIONS, CONTINGENT LIABILITIES AND CONTINGENT ASSETS

  Objective 

The objective of IAS 37 is to ensure that appropriate recognition criteria and measurement bases are applied to provisions, contingent liabilities and contingent assets and that sufficient information is disclosed in the notes to the financial statements to enable users to understand their nature, timing and amount. The key principle established by the Standard is that a provision should be recognised only when there is a liability i.e. a present obligation resulting from past events. The Standard thus aims to ensure that only genuine obligations are dealt with in the financial statements - planned future expenditure, even where authorised by the board of directors or equivalent governing body, is excluded from recognition. 

Scope 

IAS 37 excludes obligations and contingencies arising from: [IAS 37.1] 

· financial instruments carried at fair value (but IAS 37 does apply to financial instruments carried at amortised cost) 

· non-onerous executory contracts 

· insurance company policy liabilities (but IAS 37 does apply to non-policy-related liabilities of an insurance company) 

· items covered by another IAS. For example, IAS 11, Construction Contracts, applies to obligations arising under such contracts; IAS 12, Income Taxes, applies to obligations for current or deferred income taxes; IAS 17, Leases, applies to lease obligations; and IAS 19, Employee Benefits, applies to pension and other employee benefit obligations. 

Key Definitions [IAS 37.10] 

Provision: A liability of uncertain timing or amount. 

Liability: 

· Present obligation as a result of past events 

· Settlement is expected to result in an outflow of resources (payment) 

Contingent liability: 

· a possible obligation depending on whether some uncertain future event occurs, or 

· a present obligation but payment is not probable or the amount cannot be measured reliably 

Contingent asset: 

· a possible asset that arises from past events, and 

· whose existence will be confirmed only by the occurrence or non-occurrence of one or more uncertain future events not wholly within the control of the enterprise. 

Recognition of a Provision 

An enterprise must recognise a provision if, and only if: [IAS 37.14] 

· a present obligation (legal or constructive) has arisen as a result of a past event (the obligating event), 

· payment is probable ('more likely than not'), and 

· the amount can be estimated reliably. 

An obligating event is an event that creates a legal or constructive obligation and, therefore, results in an enterprise having no realistic alternative but to settle the obligation. [IAS 37.10] 

A constructive obligation arises if past practice creates a valid expectation on the part of a third party, for example, a retail store that has a long-standing policy of allowing customers to return merchandise within, say, a 30-day period. [IAS 37.10] 

A possible obligation (a contingent liability) is disclosed but not accrued. However, disclosure is not required if payment is remote. [IAS 37.86] 

In rare cases, for example in a lawsuit, it may not be clear whether an enterprise has a present obligation. In those cases, a past event is deemed to give rise to a present obligation if, taking account of all available evidence, it is more likely than not that a present obligation exists at the balance sheet date. A provision should be recognised for that present obligation if the other recognition criteria described above are met. If it is more likely than not that no present obligation exists, the enterprise should disclose a contingent liability, unless the possibility of an outflow of resources is remote. [IAS 37.15] 

Measurement of Provisions 

The amount recognised as a provision should be the best estimate of the expenditure required to settle the present obligation at the balance sheet date, that is, the amount that an enterprise would rationally pay to settle the obligation at the balance sheet date or to transfer it to a third party. [IAS 37.36] This means: 

· Provisions for one-off events (restructuring, environmental clean-up, settlement of a lawsuit) are measured at the most likely amount. [IAS 37.40] 

· Provisions for large populations of events (warranties, customer refunds) are measured at a probability-weighted expected value. [IAS 37.39] 

· Both measurements are at discounted present value using a pre-tax discount rate that reflects the current market assessments of the time value of money and the risks specific to the liability. [IAS 37.45 and 37.47] 

In reaching its best estimate, the enterprise should take into account the risks and uncertainties that surround the underlying events. Expected cash outflows should be discounted to their present values, where the effect of the time value of money is material. [IAS 37.42] 

If some or all of the expenditure required to settle a provision is expected to be reimbursed by another party, the reimbursement should be recognised as a reduction of the required provision when, and only when, it is virtually certain that reimbursement will be received if the enterprise settles the obligation. The amount recognised should not exceed the amount of the provision. [IAS 37.53] 

In measuring a provision consider future events as follows: 

· forecast reasonable changes in applying existing technology [IAS 37.48] 

· ignore possible gains on sale of assets [IAS 37.51] 

· consider changes in legislation only if virtually certain to be enacted [IAS 37.50] 

Remeasurement of Provisions [IAS 37.59] 

· Review and adjust provisions at each balance sheet date 

· If outflow no longer probable, reverse the provision to income. 

Some Examples of Provisions 

Circumstance
Accrue a Provision?

Restructuring by sale of an operation
Accrue a provision only after a binding sale agreement

Restructuring by closure or reorganisation
Accrue a provision only after a detailed formal plan is adopted and announced publicly. A Board decision is not enough

Warranty
Accrue a provision (past event was the sale of defective goods)

Land contamination
Accrue a provision if the company's policy is to clean up even if there is no legal requirement to do so (past event is the obligation and public expectation created by the company's policy)

Customer refunds
Accrue if the established policy is to give refunds (past event is the customer's expectation, at time of purchase, that a refund would be available)

Offshore oil rig must be removed and sea bed restored
Accrue a provision when installed, and add to the cost of the asset

Abandoned leasehold, four years to run
Accrue a provision

CPA firm must staff training for recent changes in tax law
No provision (there is no obligation to provide the training)

A chain of retail stores is self-insured for fire loss
No provision until a an actual fire (no past event)

Self-insured restaurant, people were poisoned, lawsuits are expected but none have been filed yet
Accrue a provision (the past event is the injury to customers)

Major overhaul or repairs
No provision (no obligation)

Onerous (loss-making) contract
Accrue a provision

Restructurings 

A restructuring is: [IAS 37.70] 

· Sale or termination of a line of business 

· Closure of business locations 

· Changes in management structure 

· Fundamental reorganisation of company 

Restructuring provisions should be accrued as follows: [IAS 37.72] 

· Sale of operation: accrue provision only after a binding sale agreement [IAS 37.78] If the binding sale agreement is after balance sheet date, disclose but do not accrue 

· Closure or reorganisation: accrue only after a detailed formal plan is adopted and announced publicly. A board decision is not enough. 

· Future operating losses: Provisions should not be recognised for future operating losses, even in a restructuring 

· Restructuring provision on acquisition (merger): Accrue provision for terminating employees, closing facilities, and eliminating product lines only if announced at acquisition and, then only if a detailed formal plan is adopted 3 months after acquisition. [IAS 22.31] 

Restructuring provisions should include only direct expenditures caused by the restructuring, not costs that associated with the ongoing activities of the enterprise. [IAS 37.80] 

What Is the Debit Entry? 

When a provision (liability) is recognised, the debit entry for a provision is not always an expense. Sometimes the provision may form part of the cost of the asset. Examples: obligation for environmental cleanup when a new mine is opened or an offshore oil rig is installed. [IAS 37.8] 

Use of Provisions 

Provisions should only be used for the purpose for which they were originally recognised. They should be reviewed at each balance sheet date and adjusted to reflect the current best estimate. If it is no longer probable that an outflow of resources will be required to settle the obligation, the provision should be reversed. [IAS 37.61] 

Contingent Liabilities 

Since there is common ground as regards liabilities that are uncertain, IAS 37 also deals with contingencies. It requires that enterprises should not recognise contingent liabilities - but should disclose them, unless the possibility of an outflow of economic resources is remote. [IAS 37.86] 

Contingent Assets 

Contingent assets should not be recognised - but should be disclosed where an inflow of economic benefits is probable. When the realisation of income is virtually certain, then the related asset is not a contingent asset and its recognition is appropriate. [IAS 37.31] 

Disclosures 

Reconciliation for each class of provision: [IAS 37.84] 

· Opening balance 

· Additions 

· Used (amounts charged against the provision) 

· Released (reversed) 

· Unwinding of the discount 

· Closing balance 

A prior year reconciliation is not required. [IAS 37.84] 

For each class of provision, a brief description of: [IAS 37.85] 

· Nature 

· Timing 

· Uncertainties 

· Assumptions 

· Reimbursement 

SUMMARY OF IAS 38- INTANGIBLE ASSETS

Objective 

The objective of IAS 38 is to prescribe the accounting treatment for intangible assets that are not dealt with specifically in another IAS. The Standard requires an enterprise to recognise an intangible asset if, and only if, certain criteria are met. The Standard also specifies how to measure the carrying amount of intangible assets and requires certain disclosures regarding intangible assets. 

Scope 

IAS 38 applies to all intangible assets other than: [IAS 38.2-3] 

· financial assets 

· mineral rights and exploration and development costs incurred by mining and oil and gas companies 

· intangible assets arising from insurance contracts issued by insurance companies 

· intangible assets covered by another IAS, such as intangibles held for sale, deferred tax assets, lease assets, assets arising from employee benefits, and goodwill. Goodwill is covered by IFRS 3. 

Key Definitions 

Intangible asset: An identifiable nonmonetary asset without physical substance. An asset is a resource that is controlled by the enterprise as a result of past events (for example, purchase or self-creation) and from which future economic benefits (inflows of cash or other assets) are expected. Thus, the three critical attributes of an intangible asset are: [IAS 38.8] 

· identifiability 

· control (power to obtain benefits from the asset) 

· future economic benefits (such as revenues or reduced future costs) 

Identifiability: An intangible asset is identifiable when it: [IAS 38.12] 

· is separable (capable of being separated and sold, transferred, licensed, rented, or exchanged, either individually or as part of a package) or 

· arises from contractual or other legal rights, regardless of whether those rights are transferable or separable from the entity or from other rights and obligations. 

Examples of possible intangible assets include: 

· computer software 

· patents 

· copyrights 

· motion picture films 

· customer lists 

· mortgage servicing rights 

· licenses 

· import quotas 

· franchises 

· customer and supplier relationships 

· marketing rights 

Intangibles can be acquired: 

· by separate purchase 

· as part of a business combination 

· by a government grant 

· by exchange of assets 

· by self-creation (internal generation) 

Recognition 

Recognition criteria. IAS 38 requires an enterprise to recognise an intangible asset, whether purchased or self-created (at cost) if, and only if: [IAS 38.21] 

· it is probable that the future economic benefits that are attributable to the asset will flow to the enterprise; and 

· the cost of the asset can be measured reliably. 

This requirement applies whether an intangible asset is acquired externally or generated internally. IAS 38 includes additional recognition criteria for internally generated intangible assets (see below). 

The probability of future economic benefits must be based on reasonable and supportable assumptions about conditions that will exist over the life of the asset. [IAS 38.22] The probability recognition criterion is always considered to be satisfied for intangible assets that are acquired separately or in a business combination. [IAS 38.33] 

If recognition criteria not met. If an intangible item does not meet both the definition of and the criteria for recognition as an intangible asset, IAS 38 requires the expenditure on this item to be recognised as an expense when it is incurred. [IAS 38.68] 

Business combinations. There is a rebuttable presumption that the fair value (and therefore the cost) of an intangible asset acquired in a business combination can be measured reliably. [IAS 38.35] An expenditure (included in the cost of acquisition) on an intangible item that does not meet both the definition of and recognition criteria for an intangible asset should form part of the amount attributed to the goodwill recognised at the acquisition date. IAS 38 notes, however, that non-recognition due to measurement reliability should be rare: [IAS 38.38] 

The only circumstances in which it might not be possible to measure reliably the fair value of an intangible asset acquired in a business combination are when the intangible asset arises from legal or other contractual rights and either: 

· (a) is not separable; or 

· (b) is separable, but there is no history or evidence of exchange transactions for the same or similar assets, and otherwise estimating fair value would be dependent on immeasurable variables. 

Reinstatement. The Standard also prohibits an enterprise from subsequently reinstating as an intangible asset, at a later date, an expenditure that was originally charged to expense. [IAS 38.71] 

Initial Recognition: Research and Development Costs 

· Charge all research cost to expense. [IAS 38.54] 

· Development costs are capitalised only after technical and commercial feasibility of the asset for sale or use have been established. This means that the enterprise must intend and be able to complete the intangible asset and either use it or sell it and be able to demonstrate how the asset will generate future economic benefits. [IAS 38.57] 

If an enterprise cannot distinguish the research phase of an internal project to create an intangible asset from the development phase, the enterprise treats the expenditure for that project as if it were incurred in the research phase only. 

Initial Recognition: In-process Research and Development Acquired in a Business Combination 

A research and development project acquired in a business combination is recognised as an asset at cost, even if a component is research. Subsequent expenditure on that project is accounted for as any other research and development cost (expensed except to the extent that the expenditure satisfies the criteria in IAS 38 for recognising such expenditure as an intangible asset). [IAS 38.34] 

Initial Recognition: Internally Generated Brands, Mastheads, Titles, Lists 

Brands, mastheads, publishing titles, customer lists and items similar in substance that are internally generated should not be recognised as assets. [IAS 38.63] 

Initial Recognition: Computer Software 

· Purchased: capitalise 

· Operating system for hardware: include in hardware cost 

· Internally developed (whether for use or sale): charge to expense until technological feasibility, probable future benefits, intent and ability to use or sell the software, resources to complete the software, and ability to measure cost. 

· Amortisation: over useful life, based on pattern of benefits (straight-line is the default). 

Initial Recognition: Certain Other Defined Types of Costs 

The following items must be charged to expense when incurred: 

· internally generated goodwill [IAS 38.48] 

· start-up, pre-opening, and pre-operating costs [IAS 38.69] 

· training cost [IAS 38.69] 

· advertising cost [IAS 38.69] 

· relocation costs [IAS 38.69] 

Initial Measurement 

Intangible assets are initially measured at cost. [IAS 38.24] 

Measurement Subsequent to Acquisition: Cost Model and Revaluation Models Allowed 

An entity must choose either the cost model or the revaluation model for each class of intangible asset. [IAS 38.72] 

Cost model. After initial recognition the benchmark treatment is that intangible assets should be carried at cost less any amortisation and impairment losses. [IAS 38.74] 

Revaluation model. Intangible assets may be carried at a revalued amount (based on fair value) less any subsequent amortisation and impairment losses only if fair value can be determined by reference to an active market. [IAS 38.75] Such active markets are expected to be uncommon for intangible assets. [IAS 38.78] Examples where they might exist: 

· Milk quotas. 

· Stock exchange seats. 

· Taxi medallions. 

Under the revaluation model, revaluation increases are credited directly to "revaluation surplus" within equity except to the extent that it reverses a revaluation decrease previously recognised in profit and loss. If the revalued intangible has a finite life and is, therefore, being amortised (see below) the revalued amount is amortised. [IAS 38.85] 

Classification of Intangible Assets Based on Useful Life 

Intangible assets are classified as: [IAS 38.88] 

· Indefinite life: No foreseeable limit to the period over which the asset is expected to generate net cash inflows for the entity. 

· Finite life: A limited period of benefit to the entity. 

Measurement Subsequent to Acquisition: Intangible Assets with Finite Lives 

The cost less residual value of an intangible asset with a finite useful life should be amortised over that life: [IAS 38.97] 

· The amortisation method should reflect the pattern of benefits. 

· If the pattern cannot be determined reliably, amortise by the straight line method. 

· The amortisation charge is recognised in profit or loss unless another IFRS requires that it be included in the cost of another asset. 

· The amortisation period should be reviewed at least annually. [IAS 38.104] 

The asset should also be assessed for impairment in accordance with IAS 36. [IAS 38.111] 

Measurement Subsequent to Acquisition: Intangible Assets with Indefinite Lives 

An intangible asset with an indefinite useful life should not be amortised. [IAS 38.107] 

Its useful life should be reviewed each reporting period to determine whether events and circumstances continue to support an indefinite useful life assessment for that asset. If they do not, the change in the useful life assessment from indefinite to finite should be accounted for as a change in an accounting estimate. [IAS 38.109] 

The asset should also be assessed for impairment in accordance with IAS 36. [IAS 38.111] 

Subsequent Expenditure 

Subsequent expenditure on an intangible asset after its purchase or completion should be recognised as an expense when it is incurred, unless it is probable that this expenditure will enable the asset to generate future economic benefits in excess of its originally assessed standard of performance and the expenditure can be measured and attributed to the asset reliably. [IAS 38.60] 

Disclosure 

For each class of intangible asset, disclose: [IAS 38.118 and 38.122] 

· useful life or amortisation rate 

· amortisation method 

· gross carrying amount 

· accumulated amortisation and impairment losses 

· line items in the income statement in which amortisation is included 

· reconciliation of the carrying amount at the beginning and the end of the period showing: 

· additions (business combinations separately) 

· assets held for sale 

· retirements and other disposals 

· revaluations 

· impairments 

· reversals of impairments 

· amortisation 

· foreign exchange differences 

· basis for determining that an intangible has an indefinite life 

· description and carrying amount of individually material intangible assets 

· certain special disclosures about intangible assets acquired by way of government grants 

· information about intangible assets whose title is restricted 

· commitments to acquire intangible assets 

Additional disclosures are required about: 

· intangible assets carried at revalued amounts [IAS 38.124] \

· the amount of research and development expenditure recognised as an expense in the current period [IAS 38.126]

SUMMARY OF IAS 39- FINANCIAL INSTRUMENTS- MEASUREMENT AND RECOGNITION

Scope 

Scope exclusions 

IAS 39 applies to all types of financial instruments except for the following, which are scoped out of IAS 39: [IAS 39.2] 

· interests in subsidiaries, associates, and joint ventures accounted for under IAS 27, IAS 28, or IAS 31; however IASs 32 and 39 apply in cases where under IAS 27, IAS 28, or IAS 31 such interests are to be accounted for under IAS 39 - for example, derivatives on an interest in a subsidiary, associate, or joint venture; 

· employers' rights and obligations under employee benefit plans to which IAS 19 applies; 

· contracts for contingent consideration in a business combination; 

· rights and obligations under insurance contracts, except IAS 39 does apply to financial instruments that take the form of an insurance (or reinsurance) contract but that principally involve the transfer of financial risks and derivatives embedded in insurance contracts; 

· financial instruments that meet the definition of own equity under IAS 32. 

Leases 

IAS 39 applies to lease receivables and payables only in limited respects: [IAS 39.2(b)] 

· IAS 39 applies to lease receivables with respect to the derecognition and impairment provisions. 

· IAS 39 applies to lease payables with respect to the derecognition provisions. 

· IAS 39 applies to derivatives embedded in leases. 

Loan commitments 

Loan commitments are outside the scope of IAS 39 if they cannot be settled net in cash or another financial instrument, they are not designated as financial liabilities at fair value through profit or loss, and the entity does not have a past practice of selling the loans that resulted from the commitment shortly after origination. An issuer of a commitment to provide a loan at a below-market interest rate is required initially to recognise the commitment at its fair value; subsequently, the issuer will remeasure it at the higher of (a) the amount recognised under IAS 37 and (b) the amount initially recognised less, where appropriate, cumulative amortisation recognised in accordance with IAS 18. An issuer of loan commitments must apply IAS 37 to other loan commitments that are not within the scope of IAS 39 (that is, those made at market or above). Loan commitments are subject to the derecognition provisions of IAS 39. [IAS 39.4] 

Contracts to buy or sell financial items 

Contracts to buy or sell financial items are always within the scope of IAS 39. 

Contracts to buy or sell non-financial items 

Contracts to buy or sell non-financial items are within the scope of IAS 39 if they can be settled net in cash or another financial asset and are not entered into and held for the purpose of the receipt or delivery of a non-financial item in accordance with the entity's expected purchase, sale, or usage requirements. Contracts to buy or sell non-financial items are inside the scope if net settlement occurs. The following situations constitute net settlement: [IAS 39.5-6] 

· the terms of the contract permit either counterparty to settle net; 

· there is a past practice of net settling similar contracts; 

· there is a past practice, for similar contracts, of taking delivery of the underlying and selling it within a short period after delivery to generate a profit from short-term fluctuations in price, or from a dealer's margin; or 

· the non-financial item is readily convertible to cash. 

Weather derivatives 

Although contracts requiring payment based on climatic, geological, or other physical variable were generally excluded from the original version of IAS 39, they were added to the scope of the revised IAS 39 in December 2003. [IAS 39.AG1] 

Definitions [IAS 39.9] 

Financial instrument: A contract that gives rise to a financial asset of one entity and a financial liability or equity instrument of another entity. 

Financial asset: Any asset that is: 

· cash; 

· an equity instrument of another entity; 

· a contractual right: 

· to receive cash or another financial asset from another entity; or 

· to exchange financial assets or financial liabilities with another entity under conditions that are potentially favourable to the entity; or 

· a contract that will or may be settled in the entity's own equity instruments and is: 

· a non-derivative for which the entity is or may be obliged to receive a variable number of the entity's own equity instruments; or 

· a derivative that will or may be settled other than by the exchange of a fixed amount of cash or another financial asset for a fixed number of the entity's own equity instruments. For this purpose the entity's own equity instruments do not include instruments that are themselves contracts for the future receipt or delivery of the entity's own equity instruments. 

Financial liability: Any liability that is: 

· a contractual obligation: 

· to deliver cash or another financial asset to another entity; or 

· to exchange financial assets or financial liabilities with another entity under conditions that are potentially unfavourable to the entity; or 

· a contract that will or may be settled in the entity's own equity instruments 

The same definitions are used in IAS 32. 

Common Examples of Financial Instruments Within the Scope of IAS 39

· Cash 

· Demand and time deposits 

· Commercial paper 

· Accounts, notes, and loans receivable and payable 

· Debt and equity securities. These are financial instruments from the perspectives of both the holder and the issuer. This category includes investments in subsidiaries, associates, and joint ventures 

· Asset backed securities such as collateralised mortgage obligations, repurchase agreements, and securitised packages of receivables 

· Derivatives, including options, rights, warrants, futures contracts, forward contracts, and swaps. 

A derivative is a financial instrument: 

· Whose value changes in response to the change in an underlying variable such as an interest rate, commodity or security price, or index; 

· That requires no initial investment, or one that is smaller than would be required for a contract with similar response to changes in market factors; and 

· That is settled at a future date. 

Examples of Derivatives

Forwards: Contracts to purchase or sell a specific quantity of a financial instrument, a commodity, or a foreign currency at a specified price determined at the outset, with delivery or settlement at a specified future date. Settlement is at maturity by actual delivery of the item specified in the contract, or by a net cash settlement. 

Interest Rate Swaps and Forward Rate Agreements: Contracts to exchange cash flows as of a specified date or a series of specified dates based on a notional amount and fixed and floating rates. 

Futures: Contracts similar to forwards but with the following differences: Futures are generic exchange-traded, whereas forwards are individually tailored. Futures are generally settled through an offsetting (reversing) trade, whereas forwards are generally settled by delivery of the underlying item or cash settlement. 

Options: Contracts that give the purchaser the right, but not the obligation, to buy (call option) or sell (put option) a specified quantity of a particular financial instrument, commodity, or foreign currency, at a specified price (strike price), during or at a specified period of time. These can be individually written or exchange-traded. The purchaser of the option pays the seller (writer) of the option a fee (premium) to compensate the seller for the risk of payments under the option. 

Caps and Floors: These are contracts sometimes referred to as interest rate options. An interest rate cap will compensate the purchaser of the cap if interest rates rise above a predetermined rate (strike rate) while an interest rate floor will compensate the purchaser if rates fall below a predetermined rate. 

Embedded Derivatives 

Some contracts that themselves are not financial instruments may nonetheless have financial instruments embedded in them. For example, a contract to purchase a commodity at a fixed price for delivery at a future date has embedded in it a derivative that is indexed to the price of the commodity. 

An embedded derivative is a feature within a contract, such that the cash flows associated with that feature behave in a similar fashion to a stand-alone derivative. In the same way that derivatives must be accounted for at fair value on the balance sheet with changes recognised in the income statement, so must some embedded derivatives. IAS 39 requires that an embedded derivative be separated from its host contract and accounted for as a derivative when: [IAS 39.11] 

· the economic risks and characteristics of the embedded derivative are not closely related to those of the host contract; 

· a separate instrument with the same terms as the embedded derivative would meet the definition of a derivative; and 

· the entire instrument is not measured at fair value with changes in fair value recognised in the income statement. 

If an embedded derivative is separated, the host contract is accounted for under the appropriate standard (for instance, under IAS 39 if the host is a financial instrument). Appendix A to IAS 39 provides examples of embedded derivatives that are closely related to their hosts, and of those that are not. 

Examples of embedded derivatives that are not closely related to their hosts (and therefore must be separately accounted for) include: 

· the equity conversion option in debt convertible to ordinary shares (from the perspective of the holder only); 

· commodity indexed interest or principal payments in host debt contracts; 

· cap and floor options in host debt contracts that are in-the-money when the instrument was issued; 

· leveraged inflation adjustments to lease payments; 

· currency derivatives in purchase or sale contracts for non-financial items where the foreign currency is not that of either counterparty to the contract, is not the currency in which the related good or service is routinely denominated in commercial transactions around the world, and is not the currency that is commonly used in such contracts in the economic environment in which the transaction takes place. 

If IAS 39 requires that an embedded derivative be separated from its host contract, but the entity is unable to measure the embedded derivative separately, the entire combined contract must be treated as a financial asset or financial liability that is held for trading (and, therefore, remeasured to fair value at each reporting date, with value changes in profit or loss). [IAS 39.12] 

Classification as Liability or Equity 

Since IAS 39 does not address accounting for equity instruments issued by the reporting enterprise but it does deal with accounting for financial liabilities, classification of an instrument as liability or as equity is critical. IAS 32 Financial Instruments: Presentation addresses the classification question. 

Classification of Financial Assets 

IAS 39 requires financial assets to be classified in one of the following categories: [IAS 39.45] 

· Financial assets at fair value through profit or loss. 

· Available-for-sale financial assets. 

· Loans and receivables. 

· Held-to-maturity investments. 

Those categories are used to determine how a particular financial asset is recognised and measured in the financial statements. 

Financial assets at fair value through profit or loss. This category has two subcategories: 

  Designated. The first includes any financial asset that is designated on initial recognition as one to be measured at fair value with fair value changes in profit or loss. 

  Held for trading. The second category includes financial assets that are held for trading. All derivatives (except those designated hedging instruments) and financial assets acquired or held for the purpose of selling in the short term or for which there is a recent pattern of short-term profit taking are held for trading. 

Available-for-sale financial assets (AFS) are any non-derivative financial assets designated on initial recognition as available for sale. AFS assets are measured at fair value in the balance sheet. Fair value changes on AFS assets are recognised directly in equity, through the statement of changes in equity, except for interest on AFS assets (which is recognised in income on an effective yield basis), impairment losses, and (for interest-bearing AFS debt instruments) foreign exchange gains or losses. The cumulative gain or loss that was recognised in equity is recognised in profit or loss when an available-for-sale financial asset is derecognised. 

Loans and receivables are non-derivative financial assets with fixed or determinable payments, originated or acquired, that are not quoted in an active market, not held for trading, and not designated on initial recognition as assets at fair value through profit or loss or as available-for-sale. Loans and receivables for which the holder may not recover substantially all of its initial investment, other than because of credit deterioration, should be classified as available-for-sale. Loans and receivables are measured at amortised cost. [IAS 39.46(a)] 

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments that an entity intends and is able to hold to maturity and that do not meet the definition of loans and receivables and are not designated on initial recognition as assets at fair value through profit or loss or as available for sale. Held-to-maturity investments are measured at amortised cost. If an entity sells a held-to-maturity investment other than in insignificant amounts or as a consequence of a non-recurring, isolated event beyond its control that could not be reasonably anticipated, all of its other held-to-maturity investments must be reclassified as available-for-sale for the current and next two financial reporting years. [IAS 39.46(b)] 

Classification of Financial Liabilities 

IAS 39 recognises two classes of financial liabilities: [IAS 39.47] 

· Financial liabilities at fair value through profit or loss. 

· Other financial liabilities measured at amortised cost using the effective interest method. 

The category of financial liability at fair value through profit or loss has two subcategories: 

· Designated. A financial liability that is designated by the entity as a liability at fair value through profit or loss upon initial recognition. 

· Held for trading. A financial liability classified as held for trading, such as an obligation for securities borrowed in a short sale, which have to be returned in the future. 

Initial Recognition 

IAS 39 requires recognition of a financial asset or a financial liability when, and only when, the entity becomes a party to the contractual provisions of the instrument, subject to the following provisions in respect of regular way purchases. [IAS 39.14] 

Regular way purchases or sales of a financial asset. A regular way purchase or sale of financial assets is recognised and derecognised using either trade date or settlement date accounting. The method used is to be applied consistently for all purchases and sales of financial assets that belong to the same category of financial asset as defined in IAS 39 (note that for this purpose assets held for trading form a different category from assets designated at fair value through profit or loss). The choice of method is an accounting policy. [IAS 39.38] 

IAS 39 requires that all financial assets and all financial liabilities be recognised on the balance sheet. That includes all derivatives. Historically, in many parts of the world, derivatives have not been recognised on company balance sheets. The argument has been that at the time the derivative contract was entered into, there was no amount of cash or other assets paid. Zero cost justified non-recognition, notwithstanding that as time passes and the value of the underlying variable (rate, price, or index) changes, the derivative has a positive (asset) or negative (liability) value. 

Initial Measurement 

Initially, financial assets and liabilities should be measured at fair value (including transaction costs, for assets and liabilities not measured at fair value through profit or loss). 

Measurement Subsequent to Initial Recognition 

Subsequently, financial assets and liabilities (including derivatives) should be measured at fair value, with the following exceptions: [IAS 39.46] 

· Loans and receivables, held-to-maturity investments, and non-derivative financial liabilities should be measured at amortised cost using the effective interest method. 

· Investments in equity instruments with no reliable fair value measurement (and derivatives indexed to such equity instruments) should be measured at cost. 

· Financial assets and liabilities that are designated as a hedged item or hedging instrument are subject to measurement under the hedge accounting requirements of the IAS 39. 

· Financial liabilities that arise when a transfer of a financial asset does not qualify for derecognition, or that are accounted for using the continuing-involvement method, are subject to particular measurement requirements. 

Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm's length transaction. IAS 39 provides a hierarchy to be used in determining the fair value for a financial instrument: [IAS 39 Appendix A, paragraphs AG69-82] 

· Quoted market prices in an active market are the best evidence of fair value and should be used, where they exist, to measure the financial instrument. 

· If a market for a financial instrument is not active, an entity establishes fair value by using a valuation technique that makes maximum use of market inputs and includes recent arm's length market transactions, reference to the current fair value of another instrument that is substantially the same, discounted cash flow analysis, and option pricing models. An acceptable valuation technique incorporates all factors that market participants would consider in setting a price and is consistent with accepted economic methodologies for pricing financial instruments. 

· If there is no active market for an equity instrument and the range of reasonable fair values is significant and these estimates cannot be made reliably, then an entity must measure the equity instrument at cost less impairment. 

Amortised cost is calculated using the effective interest method. The effective interest rate is the rate that exactly discounts estimated future cash payments or receipts through the expected life of the financial instrument to the net carrying amount of the financial asset or liability. Financial assets that are not carried at fair value though profit and loss are subject to an impairment test. If expected life cannot be determined reliably, then the contractual life is used. 

IAS 39 Fair Value Option 

IAS 39 permits entities to designate, at the time of acquisition or issuance, any financial asset or financial liability to be measured at fair value, with value changes recognised in profit or loss. This option is available even if the financial asset or financial liability would ordinarily, by its nature, be measured at amortised cost – but only if fair value can be reliably measured. Once an instrument is put in the fair-value-through-profit-and-loss category, it cannot be reclassified out. 

IAS 39 Available for Sale Option for Loans and Receivables 

IAS 39 permits entities to designate, at the time of acquisition, any loan or receivable as available for sale, in which case it is measured at fair value with changes in fair value recognised in equity. 

Impairment 

A financial asset or group of assets is impaired, and impairment losses are recognised, only if there is objective evidence as a result of one or more events that occurred after the initial recognition of the asset. An entity is required to assess at each balance sheet date whether there is any objective evidence of impairment. If any such evidence exists, the entity is required to do a detailed impairment calculation to determine whether an impairment loss should be recognised. [IAS 39.58] 

The amount of the loss is measured as the difference between the asset's carrying amount and the present value of estimated cash flows discounted at the financial asset's original effective interest rate. [IAS 39.63] 

Assets that are individually assessed and for which no impairment exists are grouped with financial assets with similar credit risk statistics and collectively assessed for impairment. [IAS 39.64] 

If, in a subsequent period, the amount of the impairment loss relating to a financial asset carried at amortised cost or a debt instrument carried as available-for-sale decreases due to an event occurring after the impairment was originally recognised, the previously recognised impairment loss is reversed through profit and loss. Impairments relating to investments in available-for-sale equity instruments are not reversed. [IAS 39.65] 

Derecognition of a Financial Asset 

The basic premise for the derecognition model in IAS 39 is to determine whether the asset under consideration for derecognition is: [IAS 39.16] 

· an asset in its entirety; or 

· specifically identified cash flows from an asset; or 

· a fully proportionate share of the cash flows from an asset; or 

· a fully proportionate share of specifically identified cash flows from a financial asset. 

Once the asset under consideration for derecognition has been determined, an assessment is made as to whether the asset has been transferred, and if so, whether the transfer of that asset is subsequently eligible for derecognition. 

An asset is transferred if either the entity has transferred the contractual rights to receive the cash flows, or the entity has retained the contractual rights to receive the cash flows from the asset, but has assumed a contractual obligation to pass those cash flows on under an arrangement that meets the following three conditions: [IAS 39.17-19] 

· the entity has no obligation to pay amounts to the eventual recipient unless it collects equivalent amounts on the original asset, 

· the entity is prohibited from selling or pledging the original asset (other than as security to the eventual recipient), and 

· the entity has an obligation to remit those cash flows without material delay. 

Once an entity has determined that the asset has been transferred, it then determines whether or not it has transferred substantially all of the risks and rewards of ownership of the asset. If substantially all the risks and rewards have been transferred, the asset is derecognised. If substantially all the risks and rewards have been retained, derecognition of the asset is precluded. [IAS 39.20] 

If the entity has neither retained nor transferred substantially all of the risks and rewards of the asset, then the entity must assess whether it has relinquished control of the asset or not. If the entity does not control the asset then derecognition is appropriate; however if the entity has retained control of the asset, then the entity continues to recognise the asset to the extent to which it has a continuing involvement in the asset. [IAS 39.30] 

 Derecognition of a Financial Liability 

A financial liability should be removed from the balance sheet when, and only when, it is extinguished, that is, when the obligation specified in the contract is either discharged, cancelled, or expired. Where there has been an exchange between an existing borrower and lender of debt instruments with substantially different terms, or there has been a substantial modification of the terms of an existing financial liability, this transaction is accounted for as an extinguishment of the original financial liability and the recognition of a new financial liability. A gain or loss from extinguishment of the original financial liability is recognised in the income statement. [IAS 39.39] 

Hedge Accounting 

IAS 39 permits hedge accounting under certain circumstances provided that the hedging relationship is: [IAS 39.88] 

· formally designated and documented, including the entity's risk management objective and strategy for undertaking the hedge, identification of the hedging instrument, the hedged item, the nature of the risk being hedged, and how the entity will assess the hedging instrument's effectiveness; and 

· expected to be highly effective in achieving offsetting changes in fair value or cash flows attributable to the hedged risk as designated and documented, and effectiveness can be reliably measured. 

Hedging Instruments 

All derivative contracts with an external counterparty may be designated as hedging instruments except for some written options. [IAS 39.72-73] 

An external non-derivative financial asset or liability may not be designated as a hedging instrument except as a hedge of foreign currency risk. [IAS 39.72] 

A proportion of the derivative may be designated as the hedging instrument. Generally, specific cash flows inherent in a derivative cannot be designated in a hedge relationship while other cash flows are excluded. However, the intrinsic value and the time value of an option contract may be separated, with only the intrinsic value being designated. Similarly, the interest element and the spot price of a forward can also be separated, with the spot price being the designated risk. [IAS 39.75] 

Hedged Items 

A hedged item can be: [IAS 39.78] 

· a single recognised asset or liability, firm commitment, highly probable transaction, or a net investment in a foreign operation; 

· a group of assets, liabilities, firm commitments, highly probable forecast transactions, or net investments in foreign operations with similar risk characteristics; 

· a held-to-maturity investment for foreign currency or credit risk (but not for interest risk or prepayment risk); 

· a portion of the cash flows or fair value of a financial asset or financial liability; or 

· a non-financial item for foreign currency risk only or the risk of changes in fair value of the entire item. 

· in a portfolio hedge of interest rate risk (Macro Hedge) only, a portion of the portfolio of financial assets or financial liabilities that share the risk being hedged. 

Effectiveness 

IAS 39 requires hedge effectiveness to be assessed both prospectively and retrospectively. To qualify for hedge accounting at the inception of a hedge and, at a minimum, at each reporting date, the changes in the fair value or cash flows of the hedged item attributable to the hedged risk must be expected to be highly effective in offsetting the changes in the fair value or cash flows of the hedging instrument on a prospective basis, and on a retrospective basis where actual results are within a range of 80% to 125%. 

All hedge ineffectiveness is recognised immediately in the income statement (including ineffectiveness within the 80% to 125% window). 

Categories of Hedges 

A fair value hedge is a hedge of the exposure to changes in fair value of a recognised asset or liability or a previously unrecognised firm commitment to buy or sell an asset at a fixed price or an identified portion of such an asset, liability or firm commitment, that is attributable to a particular risk and could affect profit or loss. The gain or loss from the change in fair value of the hedging instrument is recognised immediately in profit or loss. At the same time the carrying amount of the hedged item is adjusted for the corresponding gain or loss with respect to the hedged risk, which is also recognised immediately in net profit or loss. 

A cash flow hedge is a hedge of the exposure to variability in cash flows that (i) is attributable to a particular risk associated with a recognised asset or liability (such as all or some future interest payments on variable rate debt) or a highly probable forecast transaction and (ii) could affect profit or loss. [IAS 39.86] 

The portion of the gain or loss on the hedging instrument that is determined to be an effective hedge is recognised directly in equity and recycled to the income statement when the hedged cash transaction affects profit or loss. [IAS 39.95] 

If a hedge of a forecast transaction subsequently results in the recognition of a financial asset or a financial liability, any gain or loss on the hedging instrument that was previously recognised directly in equity is 'recycled' into profit or loss in the same period(s) in which the financial asset or liability affects profit or loss. [IAS 39.97] 

If a hedge of a forecast transaction subsequently results in the recognition of a non-financial asset or non-financial liability, then the entity has an accounting policy option that must be applied to all such hedges of forecast transactions: [IAS 39.98] 

· Same accounting as for recognition of a financial asset or financial liability – any gain or loss on the hedging instrument that was previously recognised directly in equity is 'recycled' into profit or loss in the same period(s) in which the non-financial asset or liability affects profit or loss. 

· 'Basis adjustment' of the acquired non-financial asset or liability – the gain or loss on the hedging instrument that was previously recognised directly in equity is removed from equity and is included in the initial cost or other carrying amount of the acquired non-financial asset or liability. 

A hedge of a net investment in a foreign operation as defined in IAS 21 is accounted for similarly to a cash flow hedge. [IAS 39.86] 

A hedge of the foreign currency risk of a firm commitment may be accounted for as a fair value hedge or as a cash flow hedge. 

Fair Value Hedge Accounting for a Portfolio Hedge of Interest Rate Risk (Macro Hedging) 

IAS 39 allows fair value hedge accounting to be used for a portfolio hedge of interest rate risk (macro hedging) as follows: 

· 1. The entity identifies a portfolio of items whose interest rate risk it wishes to hedge. The portfolio may include both assets and liabilities. 

· 2. The entity analyses the portfolio into time periods based on expected, rather than contractual, repricing dates. 

· 3. The entity designates the hedged item as a percentage of the amount of assets (or liabilities) in each time period from step 2. All of the assets from which the hedged amount is drawn must be items (a) whose fair value changes in response to the risk being hedged and (b) that could have qualified for fair value hedge accounting under IAS 39 had they been hedged individually. The time periods must be sufficiently narrow to ensure that all assets (or liabilities) in a time period are homogeneous with respect to the hedged risk – that is, the fair value of each item moves proportionately to, and in the same direction as, changes in the hedged interest rate risk. 

· 4. The entity designates what interest rate risk it is hedging. This risk could be a portion of the interest rate risk in each of the items in the portfolio, such as a benchmark interest rate like LIBOR. 

· 5. The entity designates a hedging instrument for each time period. The hedging instrument may be a portfolio of derivatives (for instance, interest rate swaps) containing offsetting risk positions. 

· 6. The entity measures the change in the fair value of the hedged item (from step 3) that is attributable to the hedged risk (from step 4). The result is recognised in profit or loss and may be presented in one of two ways in the balance sheet: 

· a. As an adjustment of the carrying amount of the hedged item 

· b. As a separate line item in the balance sheet. The balance sheet line item depends on whether the hedged item is an asset (in which case the change in fair value is reported in a separate line item within assets) or is a liability (in which case the value change is reported in a separate line item within liabilities). This separate balance sheet line item is presented on the face of the balance sheet adjacent to the related asset(s) or liability(ies). 

· 7. The entity measures the change in the fair value of the hedging instrument and recognises this as a gain or loss in profit or loss. It recognises the fair value of the hedging instrument as an asset or liability in the balance sheet. 

· 8. Ineffectiveness is the difference in profit or loss between the amounts determined in step 6 and step 7. 

A change (up or down) in the amounts that are expected to be repaid or mature in a time period will result in ineffectiveness. That ineffectiveness is the difference between (a) the initial hedge ratio applied to the initially estimated amount in a time period and (b) that same ratio applied to the revised estimate of the amount. 

Demand deposits and similar items with a demand feature (such as a bank's 'core deposits') cannot be designated as the hedged item in a fair value hedge for any period beyond the shortest period in which the counterparty can demand repayment. Thus deposits payable immediately on demand are not eligible for hedge accounting.

Discontinuation of Hedge Accounting 

Hedge accounting must be discontinued prospectively if: [IAS 39.91 and 39.101] 

· the hedging instrument expires or is sold, terminated, or exercised; 

· the hedge no longer meets the hedge accounting criteria - for example it is no longer effective; 

· for cash flow hedges the forecast transaction is no longer expected to occur; or 

· the entity revokes the hedge designation. 

If hedge accounting ceases for a cash flow hedge relationship because the forecast transaction is no longer expected to occur, gains and losses deferred in equity must be taken to the income statement immediately. If the transaction is still expected to occur and the hedge relationship ceases, the amounts accumulated in equity will be retained in equity until the hedged item affects profit or loss. [IAS 39.101(c)] 

If a hedged financial instrument that is measured at amortised cost has been adjusted for the gain or loss attributable to the hedged risk in a fair value hedge, this adjustment is amortised to profit or loss based on a recalculated effective interest rate on this date such that the adjustment is fully amortised by the maturity of the instrument. Amortisation may begin as soon as an adjustment exists and must begin no later than when the hedged item ceases to be adjusted for changes in its fair value attributable to the risks being hedged. 

Transition and Effective Date [IAS 39.103-108] 

Comparative Financial Statements 

In 2005 financial statements only, an entity may elect for the prior-year comparative information to still be prepared under their existing GAAP. If this election is taken the entity must: 

· disclose this fact together with the basis used to prepare this information; and 

· disclose the nature of the main adjustments that would make the information comply with IAS 32 and IAS 39. The entity need not quantify those adjustments. However, the entity must treat any adjustment between the balance sheet at the comparative period's reporting date and the balance sheet at the start of the first IFRS reporting period as arising from a change in accounting policy. 

Effective Date 

IAS 39 must be applied for annual periods beginning on or after 1 January 2005. Earlier application is permitted only if the entity also early applies IAS 32. If the entity early adopts the two standards that fact should be disclosed. 

Transition 

On initial adoption, subject to the guidance below, IAS 39 should be applied retrospectively, with the opening balance of retained earnings for the earliest period presented and all other comparative amounts adjusted as if the standard had always been in use, except where restating the information would be impracticable, in which case the entity must disclose that fact and indicate the extent to which the information was restated. 

Derecognition 

With respect to derecognition the entity may either apply the IAS 39 requirements prospectively for financial years beginning on or after 1 January 2004, or apply the IAS 39 requirements retrospectively from a date of the entity's choosing, provided that the information needed to apply IAS 39 to assets and liabilities derecognised as a result of past transactions was obtained at the time of initially accounting for those transactions. 

Designation upon Transition 

On initial adoption of the standard an entity may designate a previously recognised financial asset or financial liability as a financial asset or financial liability at fair value through profit or loss or as available for sale. 

Hedging 

If, before the date of transition to IFRSs, an entity had designated a transaction as a hedge, but the hedge does not meet the conditions for hedge accounting in IAS 39, the entity must apply the rules on discontinuation of hedge accounting. Transactions entered into before the date of transition to IFRSs may not be retrospectively designated as hedges. 

The designation and documentation of a hedge relationship must be completed on or before the date of transition to IFRSs if the hedge relationship is to qualify for hedge accounting from that date. 

Fair Value Hedges 

With respect to fair value hedges, if under previous GAAP the hedged item was not adjusted, the entity should adjust the carrying amount of the hedged item on transition with the adjustment amounting to the lower of: 

· a. that portion of the cumulative change in the fair value of the hedged item that reflects the designated hedged risk and that was not recognised under previous GAAP; and 

· b. that portion of the cumulative change in the fair value of the hedging instrument that reflects the designated hedged risk. 

Cash Flow Hedges 

Under its previous GAAP, an entity may have deferred gains and losses on a cash flow hedge of a forecast transaction. If, at the date of transition to IFRSs, the hedged forecast transaction is not highly probable, but is expected to occur, the entire deferred gain or loss is recognised in equity. Any net cumulative gain or loss that is reclassified to equity on initial application of IAS 39 remains in equity until (a) the forecast transaction subsequently results in the recognition of a non-financial asset or non-financial liability, (b) the forecast transaction affects profit or loss, or (c) circumstances subsequently change and the forecast transaction is no longer expected to occur, in which case any related net cumulative gain or loss that had been recognised directly in equity is recognised in profit or loss. If the hedging instrument is still held, but the hedge does not qualify as a cash flow hedge under IAS 39, hedge accounting is no longer appropriate starting from the date of transition to IFRSs. 

An entity may not adjust the carrying amount of non-financial assets and non-financial liabilities to exclude gains and losses related to cash flow hedges that were included in the carrying amount before the beginning of the financial year in which IAS 39 is first applied. 

Disclosure 

When IAS 32 and IAS 39 were revised in 2003, all of the disclosures about financial instruments that had been in old IAS 39 were moved to IAS 32, so IAS 32 Financial Instruments: Disclosure and Presentation now includes all financial instruments disclosure requirements. In 2005, the IASB issued IFRS 7 Financial Instruments: Disclosures to replace the disclosure portions of IAS 32 effective 1 January 2007, with earlier application encouraged. IFRS 7 also supersedes IAS 30 Disclosurs in the Financial Statements of Banks and Similar Financial Institutions. 

April 2005 Amendment to IAS 39 on Cash Flow Hedges of Forecast Intragroup Transactions 

On 14 April 2005, the IASB issued an amendment to IAS 39 to permit the foreign currency risk of a highly probable intragroup forecast transaction to qualify as the hedged item in a cash flow hedge in consolidated financial statements – provided that the transaction is denominated in a currency other than the functional currency of the entity entering into that transaction and the foreign currency risk will affect consolidated financial statements. The amendment also specifies that if the hedge of a forecast intragroup transaction qualifies for hedge accounting, any gain or loss that is recognised directly in equity in accordance with the hedge accounting rules in IAS 39 must be reclassified into profit or loss in the same period or periods during which the foreign currency risk of the hedged transaction affects consolidated profit or loss. 

The amendment is effective 1 January 2006, although earlier application is encouraged. 

This amendment removes a difference with US GAAP that was created when IAS 39 was amended in December 2003, because that amendment did not permit hedge accounting for forecast intragroup transactions. 

June 2005 Amendment to IAS 39 – Fair Value Option
On 15 June 2005 the IASB issued its final amendment to IAS 39 Financial Instruments: Recognition and Measurement to restrict the use of the option to designate any financial asset or any financial liability to be measured at fair value through profit and loss (the 'fair value option'). The IASB developed this amendment after commentators, particularly prudential supervisors of banks, securities companies, and insurers, raised concerns that the fair value option contained in the 2003 revisions of IAS 39 might be used inappropriately. The new revisions limit the use of the option to those financial instruments that meet certain conditions. Those conditions are that: [IAS 39.9] 

· a. the fair value option designation eliminates or significantly reduces an accounting mismatch, or 

· b. a group of financial assets, financial liabilities, or both is managed and its performance is evaluated on a fair value basis, in accordance with a documented risk management or investment strategy, and information about the group is provided internally on that basis to the entity's key management personnel. 

The fair value option amendment also provides that if a contract contains an embedded derivative, an entity may generally elect to apply the fair value option to the entire hybrid (combined) contract, thereby eliminating the need to separate out the embedded derivative. Conditions (a) and (b) are not relevant to this election. [IAS 39.11A] 

The amendment is effective 1 January 2006, with earlier application encouraged.  

August 2005 Amendment to IAS 39 and IFRS 4 – Financial Guarantee Contracts 

On 18 August 2005, the IASB amended the scope of IAS 39 to include financial guarantee contracts issued. However, if an issuer of financial guarantee contracts has previously asserted explicitly that it regards such contracts as insurance contracts and has used accounting applicable to insurance contracts, the issuer may elect to apply either IAS 39 or IFRS 4 Insurance Contracts to such financial guarantee contracts. The issuer may make that election contract by contract, but the election for each contract is irrevocable. 

A financial guarantee contract is a contract that requires the issuer to make specified payments to reimburse the holder for a loss it incurs because a specified debtor fails to make payment when due. 

Under IAS 39 as amended, financial guarantee contracts are recognised: 

· initially at fair value. If the financial guarantee contract was issued in a stand-alone arm's length transaction to an unrelated party, its fair value at inception is likely to equal the consideration received, unless there is evidence to the contrary. 

· subsequently at the higher of (i) the amount determined in accordance with IAS 37 Provisions, Contingent Liabilities and Contingent Assets and (ii) the amount initially recognised less, when appropriate, cumulative amortisation recognised in accordance with IAS 18 Revenue. (If specified criteria are met, the issuer may use the fair value option in IAS 39, see IASB press release of 16 June 2005. Furthermore, different requirements continue to apply in the specialised context of a 'failed' derecognition transaction.) 

Some credit-related guarantees do not, as a precondition for payment, require that the holder is exposed to, and has incurred a loss on, the failure of the debtor to make payments on the guaranteed asset when due. An example of such a guarantee is a credit derivative that requires payments in response to changes in a specified credit rating or credit index. These are derivatives and are not affected by the amendments. They must be measured at fair value under IAS 39. 

The amendments address the treatment of financial guarantee contracts by the issuer. They do not address their treatment by the holder. Accounting by the holder is excluded from the scope of IAS 39 and IFRS 4 (unless the contract is a reinsurance contract). Therefore, paragraphs 10–12 of IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors apply. Those paragraphs specify criteria to use in developing an accounting policy.

SUMMARY OF IAS 40 – INVESTMENT PROPERTY

Definition of Investment Property 

Investment property is property (land or a building or part of a building or both) held (by the owner or by the lessee under a finance lease) to earn rentals or for capital appreciation or both. [IAS 40.5] 

Examples of investment property: [IAS 40.8] 

· Land held for long-term capital appreciation 

· Land held for undecided future use 

· Building leased out under an operating lease 

· Vacant building held to be leased out under an operating lease 

The following are not investment property and, therefore, are outside the scope of IAS 40: [IAS 40.5 and 40.9] 

· property held for use in the production or supply of goods or services or for administrative purposes; 

· property held for sale in the ordinary course of business or in the process of construction of development for such sale (IAS 2 Inventories); 

· property being constructed or developed on behalf of third parties (IAS 11 Construction Contracts); 

· owner-occupied property (IAS 16 Property, Plant and Equipment), including property held for future use as owner-occupied property, property held for future development and subsequent use as owner-occupied property, property occupied by employees and owner-occupied property awaiting disposal; 

· property that is being constructed of developed for use as an investment property (IAS 16 applies to such property until construction or development is complete). However, IAS 40 does apply to existing investment property that is being redeveloped for continuing use as investment property; and 

· property leased to another entity under an finance lease. 

Other Classification Issues 

Property held under an operating lease. A property interest that is held by a lessee under an operating lease may be classified and accounted for as investment property provided that: [IAS 40.6] 

· the rest of the definition of investment property is met; 

· the operating lease is accounted for as if it were a finance lease in accordance with IAS 17 Leases; and 

· the lessee uses the fair value model set out in this Standard for the asset recognised. 

An entity may make the foregoing classification on a property-by-property basis. 

Partial own use. If the owner uses part of the property for its own use, and part to earn rentals or for capital appreciation, and the portions can be sold or leased out separately, they are accounted for separately. Therefore the part that is rented out is investment property. If the portions cannot be sold or leased out separately, the property is investment property only if the owner-occupied portion is insignificant. [IAS 40.10] 

Ancillary services. If the enterprise provides ancillary services to the occupants of a property held by the enterprise, the appropriateness of classification as investment property is determined by the significance of the services provided. If those services are a relatively insignificant component of the arrangement as a whole (for instance, the building owner supplies security and maintenance services to the lessees), then the enterprise may treat the property as investment property. Where the services provided are more significant (such as in the case of an owner-managed hotel), the property should be classified as owner-occupied. [IAS 40.11] 

Intracompany rentals. Property rented to a parent, subsidiary, or fellow subsidiary is not investment property in consolidated financial statements that include both the lessor and the lessee, because the property is owner-occupied from the perspective of the group. However, such property could qualify as investment property in the separate financial statements of the lessor, if the definition of investment property is otherwise met. [IAS 40.15] 

Recognition 

Investment property should be recognised as an asset when it is probable that the future economic benefits that are associated with the property will flow to the enterprise, and the cost of the property can be reliably measured. [IAS 40.16] 

Initial measurement 

Investment property is initially measured at cost, including transaction costs. Such cost should not include start-up costs, abnormal waste, or initial operating losses incurred before the investment property achieves the planned level of occupancy. [IAS 40.20 and 40.23] 

Measurement subsequent to initial recognition 

IAS 40 permits enterprises to choose between: [IAS 40.30] 

· a fair value model; and 

· a cost model. 

One method must be adopted for all of an entity's investment property. Change is permitted only if this results in a more appropriate presentation. IAS 40 notes that this is highly unlikely for a change from a fair value model to a cost model. 

Fair value model 

Investment property is remeasured at fair value, which is the amount for which the property could be exchanged between knowledgeable, willing parties in an arm's length transaction. Gains or losses arising from changes in the fair value of investment property must be included in net profit or loss for the period in which it arises. [IAS 40.35] 

Fair value should reflect the actual market state and circumstances as of the balance sheet date. [IAS 40.38] The best evidence of fair value is normally given by current prices on an active market for similar property in the same location and condition and subject to similar lease and other contracts. [IAS 40.45] In the absence of such information, the entity may consider current prices for properties of a different nature or subject to different conditions, recent prices on less active markets with adjustments to reflect changes in economic conditions, and discounted cash flow projections based on reliable estimates of future cash flows. [IAS 40.46] 

There is a rebuttable presumption that the enterprise will be able to determine the fair value of an investment property reliably on a continuing basis. However, if, in exceptional circumstances, an entity follows the fair value model but at acquisition concludes that a property's fair value is not expected to be reliably measurable on a continuing basis, the property is accounted for in accordance with the benchmark treatment under IAS 16, Property, Plant and Equipment (cost less accumulated depreciation less accumulated impairment losses). [IAS 40.53] 

Where a property has previously been measured at fair value, it should continue to be measured at fair value until disposal, even if comparable market transactions become less frequent or market prices become less readily available. [IAS 40.55] 

Cost Model 

After initial recognition, investment property is accounted for in accordance with the cost model as set out in IAS 16, Property, Plant and Equipment – cost less accumulated depreciation and less accumulated impairment losses. [IAS 40.56] 

Transfers to or from Investment Property Classification 
Transfers to, or from, investment property should only be made when there is a change in use, evidenced by: [IAS 40.57] 

· commencement of owner-occupation (transfer from investment property to owner-occupied property); 

· commencement of development with a view to sale (transfer from investment property to inventories); 

· end of owner-occupation (transfer from owner-occupied property to investment property); 

· commencement of an operating lease to another party (transfer from inventories to investment property); or 

· end of construction or development (transfer from property in the course of construction/development to investment property. 

When an enterprise decides to sell an investment property without development, the property is not reclassified as investment property but is dealt with as investment property until it is disposed of. 

The following rules apply for accounting for transfers between categories: 

· for a transfer from investment property carried at fair value to owner-occupied property or inventories, the fair value at the change of use is the 'cost' of the property under its new classification; [IAS 40.60] 

· for a transfer from owner-occupied property to investment property carried at fair value, IAS 16 should be applied up to the date of reclassification. Any difference arising between the carrying amount under IAS 16 at that date and the fair value is dealt with as a revaluation under IAS 16; [IAS 40.61] 

· for a transfer from inventories to investment property at fair value, any difference between the fair value at the date of transfer and it previous carrying amount should be recognised in net profit or loss for the period; [IAS 40.63] and 

· when an entity completes construction/development of an investment property that will be carried at fair value, any difference between the fair value at the date of transfer and the previous carrying amount should be recognised in net profit or loss for the period. [IAS 40.65] 

When an entity uses the cost model for investment property, transfers between categories do not change the carrying amount of the property transferred, and they do not change the cost of the property for measurement or disclosure purposes. 

Disposal 

An investment property should be derecognised on disposal or when the investment property is permanently withdrawn from use and no future economic benefits are expected from its disposal. The gain or loss on disposal should be calculated as the difference between the net disposal proceeds and the carrying amount of the asset and should be recognised as income or expense in the income statement. [IAS 40.66 and 40.69] Compensation from third parties is recognised when it becomes receivable. [IAS 40.72] 

Disclosure 

Both Fair Value Model and Cost Model [IAS 40.75] 

· whether the fair value or the cost model is used; 

· if the fair value model is used, whether property interests held under operating leases are classified and accounted for as investment property; 

· if classification is difficult, the criteria to distinguish investment property from owner-occupied property and from property held for sale. 

· the methods and significant assumptions applied in determining the fair value of investment property. 

· the extent to which the fair value of investment property is based on a valuation by a qualified independent valuer; if there has been no such valuation, that fact must be disclosed. 

· the amounts recognised in profit or loss for: 

· rental income from investment property; 

· direct operating expenses (including repairs and maintenance) arising from investment property that generated rental income during the period; and 

· direct operating expenses (including repairs and maintenance) arising from investment property that did not generate rental income during the period. 

· restrictions on the realisability of investment property or the remittance of income and proceeds of disposal. 

· contractual obligations to purchase, construct, or develop investment property or for repairs, maintenance or enhancements. 

Additional Disclosures for the Fair Value Model [IAS 40.76] 

· a reconciliation between the carrying amounts of investment property at the beginning and end of the period, showing additions, disposals, fair value adjustments, net foreign exchange differences, transfers to and from inventories and owner-occupied property, and other changes. 

· significant adjustments to an outside valuation (if any) 

· if an entity that otherwise uses the fair value model measures an item of investment property using the cost model, certain additional disclosures are required. 

Additional Disclosures for the Cost Model [IAS 40.79] 

· the depreciation methods used; 

· the useful lives or the depreciation rates used; 

· the gross carrying amount and the accumulated depreciation (aggregated with accumulated impairment losses) at the beginning and end of the period; 

· a reconciliation of the carrying amount of investment property at the beginning and end of the period, showing additions, disposals, depreciation, impairment recognised or reversed, foreign exchange differences, transfers to and from inventories and owner-occupied property, and other changes; 

the fair value of investment property. If the fair value of an item of investment property cannot be measured reliably, additional disclosures are required, including, if possible, the range of estimates within which fair value is highly likely to lie.

SUMMARY OF IAS 41- AGRICULTURE

Objective of IAS 41 

The objective of IAS 41 is to establish standards of accounting for agricultural activity -- the management of the biological transformation of biological assets (living plants and animals) into agricultural produce (harvested product of the enterprise's biological assets). 

Key Definitions 

Biological assets: living animals and plants. [IAS 41.5] 

Agricultural produce: the harvested product from biological assets. [IAS 41.5] 

Point of sale costs: Commissions to brokers and dealers, levies by regulatory agencies and commodity exchanges, and transfer taxes. Point of sale costs do not include transport and other costs necessary to get assets to a market (though. [IAS 41.14] 

Initial Recognition 

An enterprise should recognise a biological asset or agriculture produce only when the enterprise controls the asset as a result of part events, it is probable that future economic benefits will flow to the enterprise, and the fair value or cost of the asset can be measured reliably. [IAS 41.10] 

Measurement 

Biological assets should be measured on initial recognition and at subsequent reporting dates at fair value less estimated point-of-sale costs, unless fair value cannot be reliably measured. [IAS 41.12] 

Agricultural produce should be measured at fair value less estimated point-of-sale costs at the point of harvest. Because harvested produce is a marketable commodity, there is no 'measurement reliability' exception for produce. [IAS 41.13] 

The gain on initial recognition of biological assets at fair value, and changes in fair value of biological assets during a period, are reported in net profit or loss. [IAS 41.26] 

A gain on initial recognition of agricultural produce at fair value should be included in net profit or loss for the period in which it arises. [IAS 41.28] 

All costs related to biological assets that are measured at fair value are recognised as expenses when incurred, other than costs to purchase biological assets. 

IAS 41 presumes that fair value can be reliably measured for most biological assets. However, that presumption can be rebutted for a biological asset that, at the time it is initially recognised in financial statements, does not have a quoted market price in an active market and for which other methods of reasonably estimating fair value are determined to be clearly inappropriate or unworkable. In such a case, the asset is measured at cost less accumulated depreciation and impairment losses. But the enterprise must still measure all of its other biological assets at fair value. If circumstances change and fair value becomes reliably measurable, a switch to fair value less point-of-sale costs is required. [IAS 41.30] 

The following guidance is provided on the measurement of fair value: 

· a quoted market price in an active market for a biological asset or agricultural produce is the most reliable basis for determining the fair value of that asset. If an active market does not exist, IAS 41 provides guidance for choosing another measurement basis. First choice would be a market-determined price such as the most recent market price for that type of asset, or market prices for similar or related assets; [IAS 41.17-19] 

· if reliable market-based prices are not available, the present value of expected net cash flows from the asset should be use, discounted at a current market-determined pre-tax rate; [IAS 41.20] 

· in limited circumstances, cost is an indicator of fair value, where little biological transformation has taken place or the impact of biological transformation on price is not expected to be material; [IAS 41.24] and 

· the fair value of a biological asset is based on current quoted market prices and is not adjusted to reflect the actual price in a binding sale contract that provides for delivery at a future date. [IAS 41.16] 

Other Issues 

The change in fair value of biological assets is part physical change (growth, etc.) and part unit price change. Separate disclosure of the two components is encouraged, not required. [IAS 41.51] 

Fair value measurement stops at harvest. IAS 2, Inventories, applies after harvest. [IAS 41.13] 

Agricultural land is accounted for under IAS 16, Property, Plant and Equipment. However, biological assets that are physically attached to land are measured as biological assets separate from the land. [IAS 41.25] 

Intangible assets relating to agricultural activity (for example, milk quotas) are accounted for under IAS 38, Intangible Assets. 

Government Grants 

Unconditional government grants received in respect of biological assets measured at fair value are reported as income when the grant becomes receivable. [IAS 41.34] 

If such a grant is conditional (including where the grant requires an entity not to engage in certain agricultural activity), the entity recognises it as income only when the conditions have been met. [IAS 41.35] 

Disclosure 

Disclosure requirements in IAS 41 include: 

· carrying amount of biological assets [IAS 41.39] 

· description of an enterprise's biological assets, by broad group [IAS 41.41] 

· change in fair value during the period [IAS 41.40] 

· fair value of agricultural produce harvested during the period [IAS 41.48] 

· description of the nature of an enterprise's activities with each group of biological assets and non-financial measures or estimates of physical quantities of output during the period and assets on hand at the end of the period [IAS 41.46] 

· information about biological assets whose title is restricted or that are pledged as security [IAS 41.49] 

· commitments for development or acquisition of biological assets [IAS 41.49] 

· financial risk management strategies [IAS 41.49] 

· methods and assumptions for determining fair value [IAS 41.47] 

· reconciliation of changes in the carrying amount of biological assets, showing separately changes in value, purchases, sales, harvesting, business combinations, and foreign exchange differences [IAS 41.50] 

Disclosure of a quantified description of each group of biological assets, distinguishing between consumable and bearer assets or between mature and immature assets, is encouraged but not required. [IAS 41.43] 

If fair value cannot be measured reliably, additional required disclosures include: [IAS 41.54-55] 

· description of the assets 

· an explanation of the circumstances 

· if possible, a range within which fair value is highly likely to fall 

· gain or loss recognised on disposal 

· depreciation method 

· useful lives or depreciation rates 

· gross carrying amount and the accumulated depreciation, beginning and ending 

If the fair value of biological assets previously measured at cost now becomes available, certain additional disclosures are required. [IAS 41.56] 

Disclosures relating to government grants include the nature and extent of grants, unfulfilled conditions, and significant decreases in the expected level of grants. [IAS 41.58] 

Transition 

IAS 41 does not include any specific transitional provisions. Instead, it states that the adoption of IAS 41 should be accounted for in accordance with IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors. [IAS 41.59] 

IAS 8.19(b) provides that: 

When an entity changes an accounting policy upon initial application of a Standard or an Interpretation that does not include specific transitional provisions applying to that change, or changes an accounting policy voluntarily, it shall apply the change retrospectively

SUMMARY OF IFRS-2 SHARE-BASED PAYMENT

Definition of Share-based Payment 

A share-based payment is a transaction in which the entity receives or acquires goods or services either as consideration for its equity instruments or by incurring liabilities for amounts based on the price of the entity's shares or other equity instruments of the entity. The accounting requirements for the share-based payment depend on how the transaction will be settled, that is, by the issuance of (a) equity, (b) cash, or (c) equity or cash. 

Scope 

The concept of share-based payments is broader than employee share options. IFRS 2 encompasses the issuance of shares, or rights to shares, in return for services and goods. Examples of items included in the scope of IFRS 2 are share appreciation rights, employee share purchase plans, employee share ownership plans, share option plans and plans where the issuance of shares (or rights to shares) may depend on market or non-market related conditions. 

IFRS 2 applies to all entities. There is no exemption for private or smaller entities. Furthermore, subsidiaries using their parent's or fellow subsidiary's equity as consideration for goods or services are within the scope of the Standard. 

There are two exemptions to the general scope principle. 

· First, the issuance of shares in a business combination should be accounted for under IFRS 3 Business Combinations. However, care should be taken to distinguish share-based payments related to the acquisition from those related to employee services. 

· Second, IFRS 2 does not address share-based payments within the scope of paragraphs 8-10 of IAS 32 Financial Instruments: Disclosure and Presentation, or paragraphs 5-7 of IAS 39 Financial Instruments: Recognition and Measurement. Therefore, IAS 32 and 39 should be applied for commodity-based derivative contracts that may be settled in shares or rights to shares. 

IFRS 2 does not apply to share-based payment transactions other than for the acquisition of goods and services. Share dividends, the purchase of treasury shares, and the issuance of additional shares are therefore outside its scope. 

Recognition and Measurement 

The issuance of shares or rights to shares requires an increase in a component of equity. IFRS 2 requires the offsetting debit entry to be expensed when the payment for goods or services does not represent an asset. The expense should be recognised as the goods or services are consumed. For example, the issuance of shares or rights to shares to purchase inventory would be presented as an increase in inventory and would be expensed only once the inventory is sold or impaired. 

The issuance of fully vested shares, or rights to shares, is presumed to relate to past service, requiring the full amount of the grant-date fair value to be expensed immediately. The issuance of shares to employees with, say, a three-year vesting period is considered to relate to services over the vesting period. Therefore, the fair value of the share-based payment, determined at the grant date, should be expensed over the vesting period. 

As a general principle, the total expense related to equity-settled share-based payments will equal the multiple of the total instruments that vest and the grant-date fair value of those instruments. In short, there is truing up to reflect what happens during the vesting period. However, if the equity-settled share-based payment has a market related performance feature, the expense would still be recognised if all other vesting features are met. The following example provides an illustration of a typical equity-settled share-based payment. 

Illustration – Recognition of Employee Share Option Grant 

Company grants a total of 100 share options to 10 members of its executive management team (10 options each) on 1 January 20X5. These options vest at the end of a three-year period. The company has determined that each option has a fair value at the date of grant equal to 15. The company expects that all 100 options will vest and therefore records the following entry at 30 June 20X5 - the end of its first six-month interim reporting period. 

Dr. Share Option Expense 250
 

 
Cr. Equity 250

[(100 x 15) / 6 periods] = 250 per period

If all 100 shares vest, the above entry would be made at the end of each 6-month reporting period. However, if one member of the executive management team leaves during the second half of 20X6, therefore forfeiting the entire amount of 10 options, the following entry at 31 December 20X6 would be made: 

Dr. Share Option Expense 150
 

 
Cr. Equity 150

[(90 x 15)/ 6 periods = 225 per period. [225 x 4] -[250+250+250] = 150

Measurement Guidance 

Depending on the type of share-based payment, fair value may be determined by the value of the shares or rights to shares given up, or by the value of the goods or services received: 

· General fair value measurement principle. In principle, transactions in which goods or services are received as consideration for equity instruments of the entity should be measured at the fair value of the goods or services received. Only if the fair value of the goods or services cannot be measured reliably would the fair value of the equity instruments granted be used. 

· Measuring employee share options. For transactions with employees and others providing similar services, the entity is required to measure the fair value of the equity instruments granted, because it is typically not possible to estimate reliably the fair value of employee services received. 

· When to measure fair value - options. For transactions measured at the fair value of the equity instruments granted (such as transactions with employees), fair value should be estimated at grant date. 

· When to measure fair value - goods and services. For transactions measured at the fair value of the goods or services received, fair value should be estimated at the date of receipt of those goods or services. 

· Measurement guidance. For goods or services measured by reference to the fair value of the equity instruments granted, IFRS 2 specifies that, in general, vesting conditions are not taken into account when estimating the fair value of the shares or options at the relevant measurement date (as specified above). Instead, vesting conditions are taken into account by adjusting the number of equity instruments included in the measurement of the transaction amount so that, ultimately, the amount recognised for goods or services received as consideration for the equity instruments granted is based on the number of equity instruments that eventually vest. 

· More measurement guidance. IFRS 2 requires the fair value of equity instruments granted to be based on market prices, if available, and to take into account the terms and conditions upon which those equity instruments were granted. In the absence of market prices, fair value is estimated using a valuation technique to estimate what the price of those equity instruments would have been on the measurement date in an arm's length transaction between knowledgeable, willing parties. The standard does not specify which particular model should be used. 

· If fair value cannot be reliably measured. IFRS 2 requires the share-based payment transaction to be measured at fair value for both listed and unlisted entities. IFRS 2 permits the use of intrinsic value (that is, fair value of the shares less exercise price) in those "rare cases" in which the fair value of the equity instruments cannot be reliably measured. However this is not simply measured at the date of grant. An entity would have to remeasure intrinsic value at each reporting date until final settlement. 

· Performance conditions. IFRS 2 makes a distinction between the handling of market based performance features from non-market features. Market conditions are those related to the market price of an entity's equity, such as achieving a specified share price or a specified target based on a comparison of the entity's share price with an index of share prices of other entities. Market based performance features should be included in the grant-date fair value measurement. However, the fair value of the equity instruments should not be reduced to take into consideration non-market based performance features or other vesting features. 

Modifications, Cancellations, and Settlements 

The determination of whether a change in terms and conditions has an effect on the amount recognised depends on whether the fair value of the new instruments is greater than the fair value of the original instruments (both determined at the modification date). 

Modification of the terms on which equity instruments were granted may have an effect on the expense that will be recorded. IFRS 2 clarifies that the guidance on modifications also applies to instruments modified after their vesting date. If the fair value of the new instruments is more than the fair value of the old instruments (e.g. by reduction of the exercise price or issuance of additional instruments), the incremental amount is recognised over the remaining vesting period in a manner similar to the original amount. If the modification occurs after the vesting period, the incremental amount is recognised immediately. If the fair value of the new instruments is less than the fair value of the old instruments, the original fair value of the equity instruments granted should be expensed as if the modification never occurred. 

The cancellation or settlement of equity instruments is accounted for as an acceleration of the vesting period and therefore any amount unrecognised that would otherwise have been charged should be recognised immediately. Any payments made with the cancellation or settlement (up to the fair value of the equity instruments) should be accounted for as the repurchase of an equity interest. Any payment in excess of the fair value of the equity instruments granted is recognised as an expense 

New equity instruments granted may be identified as a replacement of cancelled equity instruments. In those cases, the replacement equity instruments should be accounted for as a modification. The fair value of the replacement equity instruments is determined at grant date, while the fair value of the cancelled instruments is determined at the date of cancellation, less any cash payments on cancellation that is accounted for as a deduction from equity. 

Disclosure 

Required disclosures include: 

· the nature and extent of share-based payment arrangements that existed during the period; 

· how the fair value of the goods or services received, or the fair value of the equity instruments granted, during the period was determined; and 

· the effect of share-based payment transactions on the entity’s profit or loss for the period and on its financial position. 

Effective Date 

IFRS 2 is effective for annual periods beginning on or after 1 January 2005. Earlier application is encouraged. 

Transition 

All equity-settled share-based payments granted after 7 November 2002, that are not yet vested at the effective date of IFRS 2 shall be accounted for using the provisions of IFRS 2. Entities are allowed and encouraged, but not required, to apply this IFRS to other grants of equity instruments if (and only if) the entity has previously disclosed publicly the fair value of those equity instruments determined in accordance with IFRS 2. 

The comparative information presented in accordance with IAS 1 shall be restated for all grants of equity instruments to which the requirements of IFRS 2 are applied. The adjustment to reflect this change is presented in the opening balance of retained earnings for the earliest period presented. 

IFRS 2 amends paragraph 13 of IFRS 1 First-time Adoption of International Financial Reporting Standards to add an exemption for share-based payment transactions. Similar to entities already applying IFRS, first-time adopters will have to apply IFRS 2 for share-based payment transactions on or after 7 November 2002. Additionally, a first-time adopter is not required to apply IFRS 2 to share-based payments granted after 7 November 2002 that vested before the later of (a) the date of transition to IFRS and (b) 1 January 2005. A first-time adopter may elect to apply IFRS 2 earlier only if it has publicly disclosed the fair value of the share-based payments determined at the measurement date in accordance with IFRS 2. 

SUMMARY OF IFRS 3- BUSINESS COMBINATIONS

Scope 

Definition of business combination. A business combination is the bringing together of separate entities or businesses into one reporting entity. [IFRS 3.4] 

Scope exclusions. IFRS 3 applies to all business combinations except combinations of entities under common control, combinations of mutual entities, combinations by contract without exchange of ownership interest, and formations of joint ventures. [IFRS 3.3] 

Method of Accounting for Business Combinations 

Purchase method. All business combinations within the scope of IFRS 3 must be accounted for using the purchase method. [IFRS 3.14] The pooling of interests method is prohibited. 

Acquirer must be identified. The old IAS 22 had required the pooling method if an acquirer could not be identified. Under IFRS 3, an acquirer must be identified for all business combinations. [IFRS 3.17] 

Identification of an Acquirer 

Control. The acquirer is the combining entity that obtains control of the other combining entities or businesses. [IFRS 3.17] IFRS 3 provides considerable guidance for identifying the acquirer. [IFRS 3.19-23] 

Cost of a Business Combination 

Fair value of consideration given plus costs. The acquirer measures the cost of a business combination at the sum of the fair values, at the date of exchange, of assets given, liabilities incurred or assumed, and equity instruments issued by the acquirer, in exchange for control of the acquiree; plus any costs directly attributable to the combination. [IFRS 3.24] If equity instruments are issued as consideration for the acquisition, the market price of those equity instruments at the date of exchange is considered to provide the best evidence of fair value. If a market price does not exist, or is not considered reliable, other valuation techniques are used to measure fair value. [IFRS 3.27] 

Cost adjustments contingent on future events. If the cost is subject to adjustment contingent on future events, the acquirer includes the amount of that adjustment in the cost of the combination at the acquisition date if the adjustment is probable and can be measured reliably. [IFRS 3.32] However, if the contingent payment either is not probable or cannot be measured reliably, it is not measured as part of the initial cost of the business combination. If that adjustment subsequently becomes probable and can be measured reliably, the additional consideration is treated as an adjustment to the cost of the combination. [IAS 3.34] 

Recognition and Measurement of Identifiable Acquired Assets and Liabilities 

Recognition of acquired assets and liabilities. The acquirer recognises separately, at the acquisition date, the acquiree's identifiable assets, liabilities and contingent liabilities that satisfy the following recognition criteria at that date, regardless of whether they had been previously recognised in the acquiree's financial statements: [IAS 3.37] 

· an asset other than an intangible asset is recognised if it is probable that any associated future economic benefits will flow to the acquirer, and its fair value can be measured reliably; 

· a liability other than a contingent liability is recognised if it is probable that an outflow of resources will be required to settle the obligation, and its fair value can be measured reliably; and 

· an intangible asset or a contingent liability is recognised if its fair value can be measured reliably. 

Measurement of acquired assets and liabilities. The acquired identifiable assets, liabilities, and contingent liabilities are measured initially by the acquirer at their fair values at the acquisition date, irrespective of the extent of any minority interest. In other words, the identifiable assets acquired, and liabilities and contingent liabilities incurred or assumed, must be initially measured at full fair value, including any minority interest's share of the acquired item. 

No restructuring provisions. In applying the purchase method, an acquirer must not recognise provisions for future losses or restructuring costs expected to be incurred as a result of the business combination. These must be treated as post-combination expenses. [IFRS 3.41] 

Recognition of intangibles. In applying the purchase method, an intangible item acquired in a business combination, including an in-process research and development project, must be recognised as an asset separately from goodwill if it meets the definition of an asset (it is controlled and provides economic benefits), is either separable or arises from contractual or other legal rights, and its fair value can be measure reliably. [IFRS 3.45] 

Recognition of contingent liabilities. In applying the purchase method, an acquirer must recognise contingent liabilities assumed in the business combination, if their fair value is reliably measurable. [IFRS 3.47] After their initial recognition, such contingent liabilities must be remeasured at the higher of: [IFRS 3.48] 

· (a) the amount that would be recognised in accordance with IAS 37, and 

· (b) the amount initially recognised less, when appropriate, cumulative amortisation recognised in accordance with IAS 18 Revenue. 

A contingent liability recognised under IFRS 3 continues to be recognised in subsequent periods even though it does not qualify for recognition under IAS 37. 

Step acquisitions. If a business combination involves more than one exchange transaction, each exchange transaction shall be treated separately by the acquirer, using the cost of the transaction and fair value information at the date of each exchange transaction, to determine the amount of any goodwill associated with that transaction. [IFRS 3.58] 

Goodwill 

Recognition and measurement of goodwill. Goodwill is recognised by the acquirer as an asset from the acquisition date and is initially measured as the excess of the cost of the business combination over the acquirer's share of the net fair values of the acquiree's identifiable assets, liabilities and contingent liabilities. [IFRS 3.51] 

No amortisation of goodwill. IFRS 3 prohibits the amortisation of goodwill. Instead goodwill must be tested for impairment at least annually in accordance with IAS 36 Impairment of Assets. [IFRS 3.54] 

Negative goodwill. If the acquirer's interest in the net fair value of the acquired identifiable net assets exceeds the cost of the business combination, that excess (sometimes referred to as negative goodwill) must be recognised immediately in the income statement as a gain. Before concluding that "negative goodwill" has arisen, however, IFRS 3 requires that the acquirer reassess the identification and measurement of the acquiree's identifiable assets, liabilities, and contingent liabilities and the measurement of the cost of the combination. [IFRS 3.56] 

Disclosure 

For each business combination (or in the aggregate for immaterial combinations), required disclosures by the acquirer include: [IFRS 3.67] 

· Names and descriptions of the combining entities or businesses. 

· Acquisition date. 

· Percentage of voting equity instruments acquired. 

· Cost of the combination (with separate disclosure of the number and fair values of equity instruments issued and how fair values were determined) 

· Amounts recognised at the acquisition date for each class of the acquiree's assets, liabilities, and contingent liabilities, and, unless impracticable, the carrying amounts of each of those classes, determined in accordance with IFRSs, immediately before the combination. 

· Amount of any negative goodwill recognised in profit or loss 

· Details about the factors that contributed to recognition of goodwill 

· Amount of the acquiree's profit or loss since the acquisition date included in the acquirer's profit or loss for the period, unless impracticable. 

The following must also be disclosed unless impracticable: [IFRS 3.70] 

· Revenue of the combined entity for the period as though the acquisition date for all business combinations effected during the period had been the beginning of that period. 

· Profit or loss of the combined entity for the period as though the acquisition date for all business combinations effected during the period had been the beginning of the period. 

SUMMARY OF IFRS 5- NON-CURRENT ASSETS HELD FOR SALE
Key Provisions of IFRS 5 Relating to Assets Held for Sale: 

Held-for-sale classification. IFRS 5 establishes a classification for non-current assets 'held for sale' using the same criteria as those contained in US FASB Statement 144 Accounting for the Impairment or Disposal of Long-Lived Assets. In general, the following conditions must be met for an asset (or 'disposal group') to be classified as held for sale: [IFRS 5.6-8] 

· management is committed to a plan to sell 

· the asset is available for immediate sale 

· an active programme to locate a buyer is initiated 

· the sale is highly probable, within 12 months of classification as held for sale (subject to limited exceptions) 

· the asset is being actively marketed for sale at a sales price reasonable in relation to its fair value 

· actions required to complete the plan indicate that it is unlikely that plan will be significantly changed or withdrawn. 

The assets need to be disposed of through sale. Therefore, operations that are expected to be wound down or abandoned would not meet the definition (but may be classified as discontinued once abandoned). [IFRS 5.13] 

Disposal group. A 'disposal group' is a group of assets, possibly with some associated liabilities, which an entity intends to dispose of in a single transaction. The measurement basis required for non-current assets classified as held for sale is applied to the group as a whole, and any resulting impairment loss reduces the carrying amount of the non-current assets in the disposal group in the order of allocation required by IAS 36. [IFRS 5.4] 

Measurement. The following principles apply: 

· At the time of classification as held for sale. Immediately before the initial classification of the asset as held for sale, the carrying amount of the asset will be measured in accordance with applicable IFRSs. Resulting adjustments are also recognised in accordance with applicable IFRSs. [IFRS 5.18] 

· After classification as held for sale. Non-current assets or disposal groups that are classified as held for sale are measured at the lower of carrying amount and fair value less costs to sell. [IFRS 5.15] 

· Impairment. Impairment must be considered both at the time of classification as held for sale and subsequently: 

· At the time of classification as held for sale. Immediately prior to classifying an asset or disposal group as held for sale, measure and recognise impairment in accordance with the applicable IFRSs (generally IAS 16, IAS 36, IAS 38, and IAS 39). Any impairment loss is recognised in profit or loss unless the asset had been measured at revalued amount under IAS 16 or IAS 38, in which case the impairment is treated as a revaluation decrease. 

· After classification as held for sale. Calculate any impairment loss based on the difference between the adjusted carrying amounts of the asset/disposal group and fair value less costs to sell. Any impairment loss that arises by using the measurement principles in IFRS 5 must be recognised in profit or loss (IFRS 5.20), even for assets previously carried at revalued amounts. This is supported by IFRS 5 BC.47 and BC.48, which indicate the inconsistency with IAS 36. 

· Assets carried at fair value prior to initial classification. For such assets, the requirement to deduct costs to sell from fair value will result in an immediate charge to profit or loss. 

· Subsequent increases in fair value. A gain for any subsequent increase in fair value less costs to sell of an asset can be recognised in the profit or loss to the extent that it is not in excess of the cumulative impairment loss that has been recognised in accordance with IFRS 5 or previously in accordance with IAS 36. [IFRS 5.21-22] 

Non-depreciation. Non-current assets or disposal groups that are classified as held for sale shall not be depreciated. [IFRS 5.25] 

Balance sheet presentation. Assets classified as held for sale, and the assets and liabilities included within a disposal group classified as held for sale, must be presented separately on the face of the balance sheet. [IFRS 5.38] 

Disclosures. [IFRS 5.41] 

· Non-current assets classified as held for sale and the assets of a disposal group classified as held for sale must be disclosed separately from other assets in the balance sheet. 

· The liabilities of a disposal group classified as held for sale must also be disclosed separately from other liabilities in the balance sheet. 

· There are also several other additional disclosures including a description of the nature of assets held and the facts and circumstances surrounding the sale. 

Subsidiaries Held for Disposal 

IFRS 5 applies to accounting for an investment in a subsidiary for which control is intended to be temporary because the subsidiary was acquired and is held exclusively with a view to its subsequent disposal in the near future. For such a subsidiary, if it is highly probable that the sale will be completed within 12 months then the parent should account for its investment in the subsidiary under IFRS 5 as an asset held for sale, rather than consolidate it under IAS 27. 

However, IAS 27 still requires that if a subsidiary that had previously been consolidated is now being held for sale, the parent must continue to consolidate such a subsidiary until it is actually disposed of. It is not excluded from consolidation and reported as an asset held for sale under IFRS 5. 

Key Provisions of IFRS 5 Relating to Discontinued Operations: 

Classification as discontinuing. A discontinued operation is a component of an entity that either has been disposed of or is classified as held for sale, and: [IFRS 5.32] 

· represents a separate major line of business or geographical area of operations, 

· is part of a single co-ordinated plan to dispose of a separate major line of business or geographical area of operations, or 

· is a subsidiary acquired exclusively with a view to resale. 

Income statement presentation. The sum of the post-tax profit or loss of the discontinued operation and the post-tax gain or loss recognised on the measurement to fair value less cost to sell or fair value adjustments on the disposal of the assets (or disposal group) should be presented as a single amount on the face of the income statement. Detailed disclosure of revenue, expenses, pre-tax profit or loss, and related income taxes is required either in the notes or on the face of the income statement in a section distinct from continuing operations. Such detailed disclosures must cover both the current and all prior periods presented in the financial statements. [IFRS 5.33] 

Cash flow statement presentation. The net cash flows attributable to the operating, investing, and financing activities of a discontinued operation shall be separately presented on the face of the cash flow statement or disclosed in the notes. [IFRS 5.33] 

No retroactive classification. IFRS 5 prohibits the retroactive classification as a discontinued operation, when the discontinued criteria are met after the balance sheet date. [IFRS 5.12] 

Disclosures. 

In addition to the income statement and cash flow statement presentations noted above, the following disclosures are required: 

· Adjustments made in the current period to amounts disclosed as a discontinued operation in prior periods must be separately disclosed. [IFRS 5.35] 

· If an entity ceases to classify a component as held for sale, the results of that component previously presented in discontinued operations must be reclassified and included in income from continuing operations for all periods presented. [IFRS 5.36] 

Effective Date and Transition 

The standard must be applied prospectively for annual periods beginning on or after 1 January 2005, with earlier application permitted if sufficient information is available. In terms of IFRS 1, a first time adopter shall apply IFRS 5 retrospectively unless transition date is prior to 1 January 2005 in which case the transitional provisions apply. [IFRS 5.43-44] 

SUMMARY OF IFRS 6- Exploration for and Evaluation of Mineral Assets

IFRS 6 permits an entity to develop an accounting policy for exploration and evaluation assets without specifically considering the requirements of paragraphs 11 and 12 of IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors. Thus, an entity adopting IFRS 6 may continue to use the accounting policies applied immediately before adopting the IFRS. This includes continuing to use recognition and measurement practices that are part of those accounting policies. 

· IFRS 6 requires entities recognising exploration and evaluation assets to perform an impairment test on those assets when facts and circumstances suggest that the carrying amount of the assets may exceed their recoverable amount. 

· IFRS 6 varies the recognition of impairment from that in IAS 36 Impairment of Assets but measures the impairment in accordance with that Standard once the impairment is identified. 

· IFRS 6 requires disclosure of information that identifies and explains the amounts recognised in its financial statements arising from the exploration for and evaluation of mineral resources, including 

· (i) its accounting policies for exploration and evaluation expenditures including the recognition of exploration and evaluation assets. 

· (ii) the amounts of assets, liabilities, income and expense and operating and investing cash flows arising from the exploration for and evaluation of mineral resources. 

· IFRS 6 is effective for annual periods beginning on or after 1 January 2006. Earlier application is encouraged. If an entity adopts IFRS 6 before 1 January 2006, transitional relief is available for some comparative disclosures. 
May 2005: Proposed Small Amendment to IFRS 6 

At its April 2005 meeting, the Board discussed a proposed technical correction to IFRS1.36B to give effect to the intent of the Board as outlined in BC65, to provide relief from restating comparative information (rather than just producing comparative disclosures). 

After some discussion, the Board concluded that IFRS1.36B did not correctly reflect the intention of the Board and that the correction should be made. The Board did not believe this issue warranted an exposure draft therefore, it would proceed as follows: 

· Include this issue in the next IASB Update publication, as well as highlight the issue on the IASB website. 

· Consider any reactions from constituents at the next Board meeting. 

· Subject to comments received, the correction would be made to the literature. 

The new paragraph (36B) would be as follows: 

36B. An entity that adopts IFRSs before 1 January 2006 and chooses to adopt IFRS 6 Exploration for and Evaluation of Mineral Resources before 1 January 2006 need not apply the requirements of IFRS 6 to comparative information in its first IFRS financial statements. 

On 2 May 2005, the IASB invited comments on a proposed small amendment to IFRS 6 and, as a consequence, an amendment to IFRS 1 First-time Adoption of International Financial Reporting Standards. The proposed amendment would clarify that an entity that both (a) adopts IFRSs for the first time before 1 January 2006 and (b) applies IFRS 6 before that date is exempted not only from providing comparative prior-period disclosures but also from applying the recognition and measurement requirements of IFRS 6 in the prior comparative period. The Board hopes to issue the final amendment before 30 June 2005. Comment deadline is 3 June 2005. 

June 2005: Amendments to IFRS 6 and IFRS 1 Adopted 

On 30 June 2005 the IASB issued amendments to IFRS 1 and IFRS 6 to clarify that an entity that both (a) adopts IFRSs for the first time before 1 January 2006 and (b) applies IFRS 6 before that date is exempted not only from providing comparative prior-period disclosures but also from applying the recognition and measurement requirements of IFRS 6 in the prior comparative period.  

SUMMARY OF IFRS 7- FINANCIAL INSTRUMENTS- DISCLOSURES

Overview of IFRS 7 

· Adds certain new disclosures about financial instruments to those currently required by IAS 32; 

· Replaces the disclosures now required by IAS 30; and 

· Puts all of those financial instruments disclosures together in a new standard on Financial Instruments: Disclosures. The remaining parts of IAS 32 deal only with financial instruments presentation matters. 

Disclosure Requirements of IFRS 7: 

· An entity must group its financial instruments into classes of similar instruments and, when disclosures are required, make disclosures by class. [IFRS 7.6] 

· The two main categories of disclosures required by IFRS 7 are: 

1. Information about the significance of financial instruments. 

2. Information about the nature and extent of risks arising from financial instruments. 

Information about the significance of financial instruments 

Balance Sheet 

· Disclosure of the significance of financial instruments for an entity's financial position and performance. [IFRS 7.7] This includes disclosures for each of the following categories: [IFRS 7.8] 

· Financial assets measured at fair value through profit and loss, showing separately those held for trading and those designated at initial recognition. 

· Held-to-maturity investments. 

· Loans and receivables. 

· Available-for-sale assets. 

· Financial liabilities at fair value through profit and loss, showing separately those held for trading and those designated at initial recognition. 

· Financial liabilities measured at amortised cost. 

· Special disclosures about financial assets and financial liabilities designated to be measured at fair value through profit and loss, including disclosures about credit risk and market risk and changes in fair values [IFRS 7.9-10] 

· Reclassifications of financial instruments from fair value to amortised cost or vice versa [IFRS 7.12] 

· Disclosures about derecognitions, including transfers of financial assets for which derecogntion accounting is not permitted by IAS 39 [IFRS 7.13] 

· Information about financial assets pledged as collateral and about financial or non-financial assets held as collateral [IFRS 7.14-15] 

· Reconciliation of the allowance account for credit losses (bad debts). [IFRS 7.16] 

· Information about compound financial instruments with multiple embedded derivatives. [IFRS 7.17] 

· Breaches of terms of loan agreements. [IFRS 7.18-19] 

Income Statement and Equity 

· Items of income, expense, gains, and losses, with separate disclosure of gains and losses from: [IFRS 7.20(a)] 

· Financial assets measured at fair value through profit and loss, showing separately those held for trading and those designated at initial recognition. 

· Held-to-maturity investments. 

· Loans and receivables. 

· Available-for-sale assets. 

· Financial liabilities measured at fair value through profit and loss, showing separately those held for trading and those designated at initial recognition. 

· Financial liabilities measured at amortised cost. 

· Interest income and interest expense for those financial instruments that are not measured at fair value through profit and loss [IFRS 7.20(b)] 

· Fee income and expense [IFRS 7.20(c)] 

· Amount of impairment losses on financial assets [IFRS 7.20(d)] 

· Interest income on impaired financial assets [IFRS 7.20(e)] 

Other Disclosures 

· Accounting policies for financial instruments [IFRS 7.21] 

· Information about hedge accounting, including: [IFRS 7.22] 

· Description of each hedge, hedging instrument, and fair values of those instruments, and nature of risks being hedged. 

· for cash flow hedges, the periods in which the cash flows are expected to occur, when they are expected to enter into the determination of profit or loss, and a description of any forecast transaction for which hedge accounting had previously been used but which is no longer expected to occur. 

· If a gain or loss on a hedging instrument in a cash flow hedge has been recognised directly in equity, an entity should disclose the following: [IAS 7.23] 

· The amount that was so recognised in equity during the period. 

· The amount that was removed from equity and included in profit or loss for the period. 

· The amount that was removed from equity during the period and included in the initial measurement of the acquisition cost or other carrying amount of a non-financial asset or non- financial liability in a hedged highly probable forecast transaction. 

· For fair value hedges, information about the fair value changes of the hedging instrument and the hedged item. [IFRS 7.24] 

· Hedge ineffectiveness recognised in profit and loss (separately for cash flow hedges and hedges of a net investment in a foreign operation). [IFRS 7.24] 

· Information about the fair values of each class of financial asset and financial liability, along with: [IFRS 7.25-30] 

· Comparable carrying amounts. 

· Description of how fair value was determined. 

· Detailed information if fair value cannot be reliably measured. 

Note that disclosure of fair values is not required when the carrying amount is a reasonable approximation of fair value, such as short-term trade receivables and payables, or for instruments whose fair value cannot be measured reliably. [IFRS 7.29] 

Nature and extent of exposure to risks arising from financial instruments 

Qualitative disclosures [IFRS 7.33] 

· The qualitative disclosures describe: 

· Risk exposures for each type of financial instrument. 

· Management's objectives, policies, and processes for managing those risks. 

· Changes from the prior period. 

Quantitative disclosures 

· The quantitative disclosures provide information about the extent to which the entity is exposed to risk, based on information provided internally to the entity's key management personnel. These disclosures include: [IFRS 7.34] 

· Summary quantitative data about exposure to each risk at the reporting date. 

· Disclosures about credit risk, liquidity risk, and market risk as further described below. 

· Concentrations of risk. 

Credit Risk 

· Disclosures about credit risk include: [IFRS 7.36-38] 

· Maximum amount of exposure (before deducting the value of collateral), description of collateral, information about credit quality of financial assets that are neither past due nor impaired, and information about credit quality of financial assets whose terms have been renegotiated. [IFRS 7.36] 

· For financial assets that are past due or impaired, analytical disclosures are required. [IFRS 7.37] 

· Information about collateral or other credit enhancements obtained or called. [IFRS 7.38] 

Liquidity Risk 

· Disclosures about liquidity risk include: [IFRS 7.39] 

· A maturity analysis of financial liabilities. 

· Description of approach to risk management. 

Market Risk [IFRS 7.40-42] 

· Market risk is the risk that the fair value or cash flows of a financial instrument will fluctuate due to changes in market prices. Market risk reflects interest rate risk, currency risk, and other price risks. 

· Disclosures about market risk include: 

· A sensitivity analysis of each type of market risk to which the entity is exposed. 

· IFRS 7 provides that if an entity prepares a sensitivity analysis for management purposes that reflects interdependencies of more than one component of market risk (for instance, interest risk and foreign currency risk combined), it may disclose that analysis instead of a separate sensitivity analysis for each type of market risk. 

Application Guidance 

An appendix of mandatory application guidance is part of the standard. 

There is also an appendix of non-mandatory implementation guidance that describes how an entity might provide the disclosures required by IFRS 7. 

Effective Date 

IFRS 7 is effective for annual periods beginning on or after 1 January 2007, with earlier application encouraged. Early appliers are given some relief with respect to comparative prior period disclosures

SUMMARY OF IFRS 8 – SEGMENT REPORTING

Overview of IFRS 8 

Scope 

IFRS 8 applies to the separate or individual financial statements of an entity (and to the consolidated financial statements of a group with a parent): 

· whose debt or equity instruments are traded in a public market; or 

· that files, or is in the process of filing, its (consolidated) financial statements with a securities commission or other regulatory organisation for the purpose of issuing any class of instruments in a public market. 

However, when both separate and consolidated financial statements for the parent are presented in a single financial report, segment information need be presented only on the basis of the consolidated financial statements. 

Operating Segments 

IFRS 8 defines an operating segment as follows. An operating segment is a component of an entity: 

· that engages in business activities from which it may earn revenues and incur expenses (including revenues and expenses relating to transactions with other components of the same entity); 

· whose operating results are reviewed regularly by the entity’s chief operating decision maker to make decisions about resources to be allocated to the segment and assess its performance; and 

· for which discrete financial information is available. 

Reportable segments 

IFRS 8 requires an entity to report financial and descriptive information about its reportable segments. Reportable segments are operating segments or aggregations of operating segments that meet specified criteria: 

· its reported revenue, from both external customers and intersegment sales or transfers, is 10 per cent or more of the combined revenue, internal and external, of all operating segments; or 

· the absolute measure of its reported profit or loss is 10 per cent or more of the greater, in absolute amount, of (i) the combined reported profit of all operating segments that did not report a loss and (ii) the combined reported loss of all operating segments that reported a loss; or 

· its assets are 10 per cent or more of the combined assets of all operating segments. 

If the total external revenue reported by operating segments constitutes less than 75 per cent of the entity’s revenue, additional operating segments must be identified as reportable segments (even if they do not meet the quantitative thresholds set out above) until at least 75 per cent of the entity’s revenue is included in reportable segments. 

Disclosure Requirements  

Required disclosures include: 

· general information about how the entity identified its operating segments and the types of products and services from which each operating segment derives its revenues; 

· information about the reported segment profit or loss, including certain specified revenues and expenses included in segment profit or loss, segment assets and segment liabilities and the basis of measurement; and 

· reconciliations of the totals of segment revenues, reported segment profit or loss, segment assets, segment liabilities and other material items to corresponding items in the entity's financial statements. 

· some entity-wide disclosures that are required even when an entity has only one reportable segment, including information about each product and service or groups of products and services. 

· Analyses of revenues and certain non-current assets by geographical area – with an expanded requirement to disclose revenues/assets by individual foreign country (if material), irrespective of the identification of operating segments. 

· information about transactions with major customers. 

· considerable segment information at interim reporting dates. 

Remaining Differences with US GAAP 

· Under IFRSs, non-current assets include intangible assets – but the guidance accompanying SFAS 131 appears to restrict the 'long-lived' assets referred to in that standard to hard assets that cannot be readily removed. 

· IFRS 8 requires disclosure of a measure of segment liabilities if that measure is provided regularly to the chief operating decision maker. This disclosure is not required by SFAS 131. 

· SFAS 131 requires an entity with a 'matrix' form of organisation to determine operating segments based on products and services. IFRS 8 requires such an entity to determine its operating segments in accordance with the core principle. 

Changes from IAS 14 

IFRS 8 replaces IAS 14 Segment Reporting. In doing so, IFRS 8: 

· extends the scope of segment reporting to include entities that hold assets in a fiduciary capacity for a broad group of outsiders as well as entities whose equity or debt securities are publicly traded and entities that are in the process of issuing equity or debt securities in public securities markets. 

· requires identification of operating segments based on internal reports that are regularly reviewed by the entity’s chief operating decision maker in order to allocate resources to the segment and assess its performance. This is because the requirements of the Exposure Draft are based on the information about the components of the entity that management uses to make decisions about operating matters. 

· includes a component of an entity that sells primarily or exclusively to other operating segments of the entity in the definition of an operating segment if the entity is managed that way. 

· requires the amount of each operating segment item reported to be the measure reported to the chief operating decision maker for the purposes of allocating resources to the segment and assessing its performance. 

· requires reconciliations of total reportable segment revenues, total profit or loss, total assets, and other amounts disclosed for reportable segments to corresponding amounts in the entity’s financial statements. 

· requires an explanation of how segment profit or loss and segment assets are measured for each reportable segment. 

· requires an entity to report information about the revenues derived from its products or services (or groups of similar products and services), about the countries in which it earns revenues and holds assets, and about major customers, regardless of whether that information is used by management in making operating decisions. 

· requires an entity to give descriptive information about the way that the operating segments were determined, the products and services provided by the segments, differences between the measurements used in reporting segment information and those used in the entity’s financial statements, and changes in the measurement of segment amounts from period to period. 

Effective Date 

IFRS 8 is effective for annual periods beginning on or after 1 January 2009, with earlier application encouraged.

CHAPTER 2- DIFFERENCES BETWEEN INDIAN ACCOUNTING STANDARDS AND INTERNATIONAL FINANCIAL REPORTING STANDARDS

MAJOR DIFFERENCES BETWEEN INDIAN ACCOUNTING STANDARDS AND IFRS.

S. No.
International Financial Reporting Standards (IFRSs) 1
Indian Accounting Standards (ASs)
Major Differences



1.
No.

IAS 1

Title of the Standard

Presentation of Financial

Statements
No.

AS 1 
Title of the Standard

Disclosure of Accounting

Policies
AS 1 is based on the pre-revised IAS 1. AS 1 is presently under revision to bring it in line with the current IAS 1. The Exposure Draft of the revised AS 1 is being finalised on the basis of the comments received on its limited exposure amongst the specified outside bodies. The major differences between IAS 1 and the draft revised AS 1 are discussed hereinafter. 

Differences due to removal of alternatives 

1. Unlike IAS 1, the draft of revised AS 1 does not provide any option with regard to the presentation of ‘Statement of Changes in Equity’. It requires statement showing all changes in the equity to be presented. 

The IASB has recently issued an Exposure Draft of the proposed Amendments to IAS 1. The Exposure Draft proposes to remove the option given in IAS 1 and to require the presentation of statement showing all changes in the equity which is in line with the decisions taken by the ASB of the ICAI. 

2. Unlike IAS 1, the draft of revised AS 1 does not provide any option with regard to additional disclosures regarding share capital, e.g., number of shares authorised, issued, fully paid, etc. and regarding nature and purpose of reserves, etc., to be made on the face of the balance sheet or in the notes. Considering the information overload, the draft of revised AS 1 requires this information to be presented only in the notes and schedules and not on the face of the balance sheet. 

Differences due to legal and regulatory environment 

3. In India, the laws governing the companies, banking enterprises and insurance enterprises prescribe detailed formats for the financial statements to be followed by respective enterprises. To make the revised AS 1 acceptable to the law makers/ regulators, the ASB has decided to give detailed formats for financial statements for companies in an Appendix. In the Appendix, mainly additional disclosures as compared to IAS 1 are proposed to be given. 

Conceptual Differences 

4. IAS 1 requires that if different measurement bases are used for different classes of assets, they should be presented as separate line items on the face of the balance sheet. It is felt that requiring bifurcation of assets on the basis of different measurement bases on the face of the balance sheet itself would result in information overload. Keeping this in view, the draft of the proposed revised AS 1 does not require separate presentation of such assets on the face of the balance sheet; rather, it requires separate presentation of such assets to be made in the schedules and notes.

2.
IAS 2
Inventories
AS 2
Valuation of Inventories
AS 2 is based on IAS 2 (revised 1993). IAS 2 has been revised

in 2003 as a part of the IASB’s improvement project. Major differences between AS 2 and IAS 2 (revised 2003) are as follows: 

Differences due to level of preparedness 

1. IAS 2 specifically deals with costs of inventories of an enterprise providing services. However, keeping in view the level of understanding that was prevailing in the country regarding the treatment of inventories of an enterprise providing services at the time of last revision of AS 2, the same are excluded from the scope of AS 2. 

2. Keeping in view the level of preparedness in the country at the time of last revision of AS 2, AS 2 requires lesser disclosures as compared to IAS 2. 

3. IAS 2 specifically provides that the measurement requirements of the Standard do not apply to the measurement of inventories held by commodity broker- traders who measure their inventories at fair value less costs to sell. AS 2 does not contain any exclusion or separate provisions relating to inventories held by commodity broker-traders. (Broker-traders are those who buy or sell commodities for others or on their own account. The inventories are principally acquired by a broker-trader with the purpose of selling in the near future and generating a profit from fluctuations in price or broker- traders’ margin.) By implication, the measurement basis laid down in the Standard, viz., lower of cost and net realisable value, applies to inventories of commodity trader-brokers. 

Conceptual differences 

4. AS 2 specifically excludes “selling and distribute on costs” from the cost of Inventories and provides that it is appropriate to recognise them as expenses in the period in which they are incurred. However IAS 2 excludes only “Selling Costs” and not “Distribution Costs”.

5. AS 2 does not deal with the issues relating to recognition of inventories as an expense including the write down of inventories to net realisable value and any reversal of such write down. 

6. AS 2 provides that the cost of inventories of items other than those which are not ordinarily interchangeable and goods or services produced and segregated for specific projects should be assigned by using the first-in, first-out (FIFO), or weighted average cost formula. It is specifically required by AS 2 that the formula used should reflect the fairest possible approximation to the cost incurred in bringing the items of inventory to their present location and condition. However IAS 2 does not require the same for the choice of the formula to be used, rather it requires that same cost formula should be used for all inventories having a similar nature and use to the entity.

3.

Corresponding IAS has been withdrawn since the matter is now covered by IAS 16 and IAS 38


AS 6
Depreciation Accounting
AS 6 was formulated on the basis of IAS 4, Depreciation Accounting, which has since been withdrawn. The corresponding Indian Accounting Standard (AS) 10,Accounting for Fixed Assets, is being revised to bring it in line with IAS 16. The Council has approved the draft of the revised AS 10 and the same will be issued shortly. Upon issuance of the revised AS 10, AS 6 would be withdrawn.

4.
IAS 7
Cash Flow Statements
AS 3
Cash Flow Statements
AS 3 is based on the current IAS7. The major differences between IAS7 and AS3 are as below:

Differences due to removal of alternatives 

1. In case of enterprises other than financial enterprises, unlike IAS 7, AS 3 does not provide any option with regard to classification of interest paid. It requires interest paid to be classified as financing cash flows. 

2. In case of enterprises other than financial enterprises, AS 3 does not provide any option with regard to classification of interest and dividend received. It requires interest and dividend received to be classified as investing cash flows. 

3. AS
3 also does not provide any option regarding classification of dividend paid. It requires dividend paid to be classified as financing cash flows.



5.
IAS 8
Accounting Policies, Changes in Accounting Estimates and Errors
AS 5
Net Profit or Loss for the Period, Prior Period Items and Changes in Accounting Policies
AS 5 is based on the earlier IAS 8. AS 5 is presently under revision to bring it in line with the current IAS 8. The exposure draft of the revised AS 5 is being prepared on the basis of the comments received on its limited exposure among the specified outside bodies. There is no major difference between IAS 8 and the draft revised standard.

6.
IAS 10
Events After the Balance Sheet Date
AS 4
Contingencies and Events Occurring after the Balance Sheet Date
AS 4 is based on the pre-revised IAS 10 which dealt with the Contingencies as well as the Events Occurring After the Balance Sheet Date. Recently, on the lines of IAS 37, the ICAI has issued AS 29. Pursuant to the issuance of AS 29, the portion of AS 4 dealing with the Contingencies, except to the extent of impairment of assets not covered by other accounting standards, stands superseded. AS 4 now deals with the Events After the Balance Sheet Date. AS 4 is presently under revision to bring it in line with the corresponding IAS 10. 

Difference due to legal and regulatory environment 

1. As per IAS 10, proposed dividend is a non-adjusting event. However, as per the Indian law governing companies, provision for proposed dividend is required to be made, probably as a measure of greater accountability of the company concerned towards investors in respect of payment of dividend. While attempts are made, from time to time, at various levels, to persuade the Government for changes in law; it is a time-consuming process. 

2. As per IAS 10, non-adjusting events, which are material, are required to be disclosed in the financial statements. However as per AS 4, such disclosures are required to be made in the report of the approving authority and not in the financial statements

7.
IAS 11
Construction Contracts
AS 7
Construction Contracts
AS 7 is based on the current IAS 11. There is no difference between AS 7 and IAS 11.

8.
IAS 12
Income Taxes
AS 22
Accounting for Taxes on Income
Differences due to level of preparedness

• Keeping in view the level of preparedness in the country at the time of issuance of AS 22, AS 22 was based on the Income Statement Approach. 

• ICAI is revising AS 22 to bring it in line with IAS 12.

9.
IAS 14
Segment Reporting
AS 17
Segment Reporting
AS 17 is based on the current IAS 14. The major differences between IAS 14 and AS 17 are described hereinafter.

Differences due to removal of alternatives

1. IAS 14 encourages, but does not require, the reporting of vertically integrated activities as separate segments. However, under AS 17, in case a vertically integrated segment meets the quantitative norms for being a reportable segment, the relevant disclosures are required to be made.

2. As per IAS 14, a segment identified as a reportable segment in the immediately preceding period on satisfying the relevant 10% threshold, shall be reportable segment in the current period also if the management judges it to be of continuing significance. However as per AS 17, this reporting is mandatory without considering the management’s judgement.

Differences due to level of preparedness

3. IAS
14 prescribes certain additional disclosure requirements regarding enterprise’s share of profit or loss of associates and joint ventures and regarding restatement of prior year information, etc. At the time of issuance of AS 17, there were no Accounting Standards in India dealing with accounting for investments in associates and joint ventures, etc. Accordingly, these disclosures are not specifically covered in AS 17. 

4. As per IAS 14, for a segment to qualify as a reportable segment, it is required for it to earn the majority of its revenue from external customers in addition to meeting the 10% threshold criteria of revenue, operating results or total assets required in AS 17. 

The IASB has recently issued IFRS 8 on ‘Operating Segments’ which would supersede IAS 14 with effect from January 2009. The ASB of the ICAI would consider the above differences between AS 17 and IAS 14 while revising its AS 17 to bring it in line with IFRS 8 on ‘Operating Segments’.

10.
IAS 16
Property, Plant and Equipment
AS 10
Accounting for Fixed Assets
AS 10 is based on the earlier IAS 16. AS 10 is being revised to bring it in line with the current IAS 16. The draft revised AS 10 has been approved by the Council and the same has also been considered by the NACAS at its last meeting. The NACAS made certain suggestions and the views of the Accounting Standards Board on such suggestions will be placed before the NACAS at its next meeting. The following is the major difference between IAS 16 and draft revised AS 10:

Differences due to legal and regulatory environment

1. In India, the law governing the companies prescribes minimum rates of depreciation. Keeping this in view, the revised AS 10 recognises that depreciation rates prescribed by the statute would be the minimum rates of depreciation.

11.
IAS 17
Leases
AS 19
Leases
AS 19 is based on IAS 17 (revised 1997). IAS 17 has been revised in 2004. The major differences between IAS 17 and AS 19(revised 2004) are described hereinafter. 

Conceptual differences 

1. Keeping in view the peculiar land lease practices in the country, lease agreements to use lands are specifically excluded from the scope of AS 19 whereas IAS 17 does not contain this exclusion. 

2. IAS 17 specifically provides that the Standard shall not be applied as the basis of measurement for: 

(a) property held by lessees that is accounted for as investment property; 

(b) investment property provided by lessors under operating leases; 

(c) biological assets held by lessees under finance leases; or 

(d) biological assets provided by lessors under operating leases 

However, AS 19 does not exclude the above from its scope. 

3. AS 19 specifically prohibits upward revision in estimate of unguaranteed residual value during the lease term. However IAS 17 does not prohibit the same. 

4. As per IAS 17 initial direct costs incurred by a lessor other than a manufacturer or dealer lessor have to be included in amount of lease receivable in the case of finance lease resulting in reduced amount of income to be recognised over lease term and in the carrying amount of the asset in the case of operating lease as to expense it over the lease term on the same basis as the lease income. However, as per AS 19, these can be either charged off at the time of incurrence in the statement of profit and loss or can be amortised over the lease period.


12.
IAS 18
Revenue
AS 9
Revenue Recognition
AS 9 is based on the earlier IAS 18. AS 9 is presently under revision to bring it in line with the current IAS 18.

13.
IAS 19
Employee Benefits
AS 13
Employee Benefits
AS 15 is based on the current IAS 19. The major differences between IAS 19 and AS 15 are described hereinafter.

Difference due to removal of alternatives

1. Unlike IAS 19, AS 15 does not provide any option with regard to recognition of actuarial gains and losses. It requires such gains and losses to be recognized immediately in the statement of profit and loss.

Conceptual Difference

2. Regarding recognition of termination benefits as a liability, it is felt that merely on the basis of a detailed formal plan, it would not be appropriate to recognise a provision since a liability cannot be considered to be crystallised at this stage. Accordingly, AS 15 provides criteria for recognition of a provision for liability in respect of termination benefits on the basis of the general criteria for recognition of provision as per AS 29, Provisions, Contingent Liabilities and Contingent Assets (corresponding to IAS 37). 

It may be noted that the IASB has recently issued an Exposure Draft of the proposed Amendments to IAS 19 whereby the criteria regarding recognition of termination benefits as a liability are proposed to be amended. The Exposure Draft proposes that voluntary termination benefits should be recognised when employees accept the entity’s offer of those benefits. We, in our comments on the Exposure Draft, have pointed out that in a country such as India, such a requirement would give erroneous results since the schemes generally have the following characteristics in terms of the steps involved in implementing the scheme: 

(i) Announcement of the scheme by an employer, which is considered as an ‘invitation to offer’ to the employees rather than the offer to the employees for voluntary termination of their services. 

(ii) Employees tender their applications under the scheme. This does not confer any right to the employees under the scheme to claim termination benefits. In other words, tendering of application by an employee is considered as an ‘offer’ in response to ‘invitation to offer’, rather than 

acceptance of the offer by the employee. 

(iii) The acceptance of the offer made by the employees as per (ii) above by the management. 

Keeping in view the above, we have suggested that as per the above scheme, liabilities with regard to voluntary termination benefits should be recognized at the time when the management accepts the offer of the employees rather than at the time the employees tender their applications in response to the ‘invitation to offer’ made by the management. 

If our comments on the Exposure Draft are accepted, the amended criteria in IAS 19 would result into recognition of the liability broadly at the same time as under the criteria prescribed in AS 15. 

Incidentally, it may be mentioned that the treatment prescribed in AS 15 is also in consonance with the legal position in India.

14.
IAS 20
Accounting for Government Grants and Disclosure of 
AS 12
Accounting for Government Grants
AS 12 is being revised to bring it in line with IAS 20.

The Exposure Draft of the proposed revised AS 12 has been issued for public comments

There is no major difference between the Exposure Draft.

15.
IAS 21
The Effects of Changes in Foreign Exchange Rates
AS 11
The Effects of Changes in Foreign Exchange Rates
Difference due to level of preparedness

1. AS 11 is based on the integral and non-integral foreign

operations approach, i.e., the approach which was followed in the earlier IAS 21 (revised 1993).

2. The current IAS 21, which is based on ‘Functional

Currency’ approach, gives similar results as that under pre- revised IAS 21, which was based on integral /non-integral foreign operations approach. Accordingly, there are no significant differences between IAS 21 and AS 11.

3. The current AS 11 has recently become effective, i.e., from 1-4-2004. It is felt that some experience should be gained before shifting to the current IAS 21.



16.
IAS 23

AS 16
Borrowing Costs
There is no major difference between AS 16 and IAS 23 (revised 2007).

17.
IAS 24

AS 18
Related Partly Disclosures
AS 18 is based on IAS 24 (reformatted 1994) and following are the major differences between the two.

Conceptual differences

1. According to AS 18, as notified by the Government, a non-executive director of a company should not be considered as a key management person by virtue of merely his being a director unless he has the authority and responsibility for planning, directing and controlling the activities of the reporting enterprise. However, IAS 24 provides for including non-executive director in key management personnel. 

2. In AS 18 the term ‘relative’ is defined as “the spouse, son, daughter, brother, sister, father and mother who may be expected to influence, or be influenced by, that individual in his/her dealings with the reporting enterprise” whereas the comparable concept in IAS 36 is that of ‘close members of the family of an individual’ who are “those family members who may be expected to influence, or be influenced by, that individual in their dealings with the entity. They may include: 

(a) the individual’s domestic partner and children; 

(b) children of the individual’s domestic partner; and 

(c) dependants of the individual or the individual’s domestic partner.”

18.
IAS 27
Consolidated and Separate Financial Statements
AS 21
Consolidated Financial Statements
AS 21 is based on IAS 27 (revised 2000). Revisions made to IAS 27 are being looked into by the ASB of the ICAI.

Difference due to legal and regulatory environment

Keeping in view the requirements of the law governing the companies, AS 21 defines control as ownership of more than one-half of the voting power of an enterprise or as control over the composition of the governing body of an enterprise so as to obtain economic benefits. This definition is different from IAS 27, which defines control as “the power to govern the financial and operating policies of an enterprise so as to obtain benefits from its activities”. 

Conceptual Differences 

Goodwill/Capital reserve is calculated by computing the difference between the cost to the parent of its investment in the subsidiary and the parent’s portion of equity in the subsidiary in AS 21 whereas in IAS 27 fair value approach is followed.



19.
IAS 28
Investments in Associates
AS 23
Accounting for Investments in Associates in Consolidated Financial Statements
AS 23 is based on the IAS 28 (revised 2000). Revisions made to IAS 28 are being looked into by the ASB of the ICAI.

Conceptual Differences

The conceptual differences, explained in relation to IAS 27, are relevant in this case also.

20.
IAS 31

AS 27
Financial Reporting of Interests in Joint Ventures 
AS 27 is based on the IAS 31 (revised 2000). Revisions made to IAS 31 are being looked into by the ASB of the ICAI.

Difference due to removal of alternatives

1. Unlike IAS 31, AS 27 does not provide any option for accounting of interests in jointly controlled entities in the consolidated financial statements of the venturer. It requires proportionate consolidation to be followed and venturer’s share of each of the assets, liabilities, income and expenses of a jointly controlled entity to be reported as separate line items.

Conceptual Differences 

2. The conceptual differences, explained in relation to IAS 27, are relevant in this case also.

21.
IAS 33
Earnings Per Share
AS 20
Earnings Per Share
AS 20 is based on the IAS 33 (issued 1997). Revisions made to IAS 33 are being looked into by the ASB of the ICAI.

Differences due to level of preparedness

1. As per IAS 33 revised, basic and diluted amounts per share for the discontinued operation are required to be disclosed. However AS 20 does not require such disclosures.

2. IAS 33 revised requires the disclosure of antidilutive instruments also which is not required by AS 20.

22.
IAS 34
Interim Financial Reporting
AS 25
Interim Financial Reporting
AS 25 is based on the current IAS 34. The major differences between IAS 34 and AS 25 are described hereinafter.

Differences due to legal and regulatory environment 

1. In India, at present, the statement of changes in equity is not presented in the annual financial statements since, as per the law, this information is required to be disclosed partly in the profit and loss account below the line and partly in the balance sheet and schedules thereto. Keeping this in view, unlike IAS 34, AS 25 presently does not require presentation of the condensed statement of changes in equity. However as a result of proposed revision to AS 1, limited revision to AS 25 has also been proposed, which requires to present the condensed statement of changes in equity as part of condensed financial statements and limited exposure for the same has been made. 

2. Keeping in view the legal and regulatory requirements prevailing in India, AS 25 provides that in case a statute or a regulator requires an enterprise to prepare and present interim information in a different form and/or contents, then that format has to be followed. However, the recognition and measurement principles as laid down in AS 25 have to be applied in respect of such information

23.
IAS 36
Impairment of Assets
AS 28
Impairment of Assets
AS 28 is based on the IAS 36 (issued 1998). At the time of issuance of AS 28, there was no major difference between AS 28 and IAS 36.

IASB, pursuant to its project on Business Combinations, has made certain changes in IAS 36. These are being looked into by the ASB.

24.
IAS 37
Provisions, Contingent Liabilities and Contingent Assets
AS 29
Provisions, Contingent Liabilities and Contingent Assets
AS 29 is based on the current IAS 37. The major differences between IAS 37 and AS 29 are described hereinafter.

Difference due to level of preparedness

1. AS 29 requires that the amount of a provision should not be discounted to its present value since financial statements in India are prepared generally on historical cost basis and not on present value basis. However a limited revision is being proposed to bring it in line with IAS 39 insofar as this aspect is concerned. 

Conceptual Differences 

2. IAS 37 deals with ‘constructive obligation’ in the context of creation of a provision. The effect of recognising provision on the basis of constructive obligation is that, in some cases, provision will be required to be recognised at an early stage. For example, in case of a restructuring, a constructive obligation arises when an enterprise has a detailed formal plan for the restructuring and the enterprise has raised a valid expectation in those affected that it will carry out the restructuring by starting to implement that plan or announcing its main features to those affected by it. It is felt that merely on the basis of a detailed formal plan and announcement thereof, it would not be appropriate to recognise a provision since a liability cannot be considered to be crystalised at this stage. Further, the judgment whether the management has raised valid expectations in those affected may be a matter of considerable argument. 

In view of the above, AS 29 does not specifically deal with ‘constructive obligation’. AS 29, however, requires a provision to be created in respect of obligations arising from normal business practice, custom and a desire to maintain good business relations or act in an equitable manner. In such cases, general criteria for recognition of provision are required to be applied. 

Incidentally, it may be mentioned that the treatment prescribed in AS 29 is also in consonance with the legal position in India. 

3. Unlike IAS 37, as a measure of prudence, AS 29 does not require contingent assets to be disclosed in the financial statements

25.
IAS 38
Intangible Assets
AS 26
Intangible Assets
AS 26 is based on IAS 38 (issued 1998). IASB, as a part of its

project on Business Combinations, has revised IAS 38.These revisions to IAS 38 would be looked into by the ASB with the issuance of the Accounting Standard on Business Combinations. Following are the major differences between AS 26 and IAS 38:

Conceptual Differences

1. An intangible asset is defined as an identifiable non-monetary asset, without physical substance, held for use in the production or supply of goods or services, for rental to others, or for administrative purposes whereas IAS 38

defines an intangible asset ‘as an identifiable non-monetary asset without physical substance’.

2. AS 26 is based on the assumption that the useful life of the intangible asset is always definite. In regard to assets with definite life also there is a rebuttable presumption that the useful life of an intangible asset will not exceed ten years from the date when the asset is available for use. Whereas IAS 36 recognises that an intangible asset may have an indefinite life. In respect of intangible assets having a definite life, the Standard does not contain rebuttable presumption about their useful life. 

3. As per AS 26 if control over the future economic benefits from an intangible asset is achieved through legal rights that have been granted for a finite period, it is required that the useful life of the intangible asset should not exceed the period of the legal rights unless: 

(a) the legal rights are renewable; and

(b) renewal is virtually certain.

However, IAS 38 requires ‘evidence to support renewal’ instead of virual certainty for renewal.

26.

Corresponding IAS has been withdrawn since the matter is now covered by IAS 32, 39, 40 and IFRS 7
AS 13
Accounting for Investments
AS 13 was formulated on the basis of IAS 25, Accounting for Investments. Pursuant to the issuance of IAS 32, IAS 39, IAS 40 and IFRS 7, IAS 25 has been superseded.

The Exposure Drafts of the proposed Indian Accounting Standards corresponding to IAS 39 and IAS 32 have been issued which will supersede AS 13, which are broadly in line with the corresponding IASs. The preliminary draft of AS corresponding to IFRS 7 is also expected to be finalised shortly.

27.
IAS 40
Investment Property

Dealt with by Accounting Standard 13
AS 13 was formulated on the basis of IAS 25, Accounting for Investments. Pursuant to the issuance of IAS 32, IAS 39 and IAS 40, IAS 25 has been superseded. The proposed Indian Accounting Standard corresponding to IAS 39 and IAS 40 is under preparation.

28.
IFRS 3
Business Combinations
AS 14
Accounting for Amalgamations
• AS 14 was formulated on the basis of earlier IAS 22, Business Combinations.

• Pursuant to the issuance of IFRS 3, Business Combinations, IAS 22 has been superseded.

• AS 14 is presently under revision to bring it in line with the IFRS 3.

29.
IFRS 5
Non-current Assets Held for Sale and Discontinued Operations
AS 24
Discontinuing Operations Further, AS 10 deals with accounting for fixed assets retired from active use

• AS 24 is based on the IAS 35, Discontinuing Operations, which has been superseded pursuant to the issuance of IFRS 5, Non-current Assets Held for Sale and Discontinued Operations.

• An Indian Accounting Standard corresponding to IFRS 5 is under preparation. The first draft is ready which is in consonance with IFRS 5.

• After the issuance of this Indian accounting standard, AS 24 is proposed to be withdrawn.

II. International Financial Reporting Standards not considered relevant for issuance of Accounting Standards by the ICAI for the reasons indicated.
S. No.
International Financial Reporting Standard
Reasons


No.
Title of the Standard


1.
IAS 29
Financial Reporting in Hyper- inflationary Economies
Hyper-inflationary conditions do not prevail in India. Accordingly, the subject is not considered relevant in the Indian context.

2.
IFRS1
First-time Adoption of International Financial Reporting Standards
In India, Indian ASs are being adopted since last many years and IFRSs are not being adopted for the first time. Therefore, the IFRS 1 is not relevant to India at present.

CHAPTER 3- DISCLOSURES UNDER INTERNATIONAL FINANCIAL REPORTING STANDARDS

SIEMENS

1  Introduction

According to the Regulation of the European Parliament and Council on the application of International Financial Reporting Standards (IFRS), publicly traded European Union (EU) companies are required to prepare their Consolidated Financial Statements in accordance with IFRS for fiscal years commencing on or after January 1, 2005. However, Member States may defer mandatory application of IFRS until 2007 for companies that either list debt securities only or which apply internationally accepted standards other than IFRS due to a listing outside the EU. The latter particularly applies to companies listed on the New York Stock Exchange (such as Siemens), which prepare their Consolidated Financial Statements under United States Generally Accepted Accounting Principles (U.S. GAAP). In Germany, the Bilanzrechtsreformgesetz (BilReG), issued in October 2004, implemented the option to defer mandatory IFRS application.

Accordingly, Siemens’ financial reporting for fiscal year 2006 remains based on U.S. GAAP, including the Consolidated Financial Statements prepared under U.S. GAAP to meet the legal requirements of the German Commercial Code (HGB) and the reporting requirements of the U.S. Securities and Exchange Commission (SEC) on Form 20-F. In addition, Siemens has prepared its first IFRS Consolidated Financial Statements as of and for the two years ended September 30, 2006, which represents the first IFRS reporting date in accordance with IFRS 1, First-time Adoption of International Financial Reporting Standards. Accordingly, Siemens’ opening IFRS balance sheet is as of October 1, 2004.

As supplemental information, the following unaudited reconciliation of equity and net income from U.S. GAAP to IFRS provides a brief overview regarding the key impact of Siemens’ conversion from U.S. GAAP to IFRS. We expect to publish on our website the full set of Siemens’ first IFRS Consolidated Financial Statements as of and for the two years ended September 30,2006 on or about December 18, 2006. These financial statements serve as a basis for Siemens’primary IFRS reporting beginning with the first quarter of fiscal 2007.

The IFRS Consolidated Financial Statements referred to above have been prepared in accor-

dance with IFRS and its interpretations issued by the International Accounting Standards Board (IASB), as adopted by the EU. The unaudited reconciliation of equity and net income

from U.S. GAAP to IFRS provided below represents an extract from these full IFRS Consolidated Financial Statements and therefore is based on the same principles. Siemens has applied all standards and interpretations that were effective as of September 30, 2006. In addition, the Company early adopted certain other standards, amendments to standards and interpretations. 

a. Change in presentation of minority interest

Under IFRS, minority interest is reported as a separate item within equity. U.S. GAAP requires minority interest to be presented separately from equity. Consistent with the balance sheet presentation, under IFRS the minorities’ share of net income is presented as an allocation of net income, whereas, under U.S. GAAP, the minorities’ share is considered in determining net income.

b. Capitalization of development costs

Under IFRS, development costs are capitalized, if specified criteria are met, while they are expensed under U.S. GAAP, except for internally generated software. The additional capitalization of product development costs (less related amortization) under IFRS increased equity by €251, €230 and €217 as of September 30, 2006 and 2005, and October 1, 2004, respectively.The resulting increase in net income in 2006 and 2005 was €17 and €13, respectively.

c. Investments accounted for using the equity method

IFRS requires that the application of the equity method be based on financial information provided by the associated companies and joint ventures that is in compliance with IFRS. Due to resulting IFRS adjustments relating to investments accounted for using the equity method, equity decreased by €141, €164 and €182 as of September 30, 2006 and 2005, and October 1,2004, respectively. Net income under IFRS increased by €32 and €15 in 2006 and 2005, respectively, as compared to U.S. GAAP.

d. Sale and leaseback transactions

U.S. GAAP and IFRS differ with respect to the accounting for a gain arising from a sale and

leaseback transaction. If the leaseback is an operating lease, any gain on sale is deferred over

the life of the lease under U.S. GAAP. Under IFRS, the gain is immediately recognized in net income if the sale was established at fair value. Adjustments made in this respect increased equity under IFRS by €207, €186 and €208 as of September 30, 2006 and 2005, and October 1 2004, respectively. The effect on net income was an increase of €21 in fiscal 2006 and a decrease of €22 in fiscal 2005.

e. Financial instruments

Under U.S. GAAP, the conversion feature in debt instruments convertible into shares of the issuer are generally not separated (bifurcated) from the debt instrument and accounted for separately at fair value. Under IFRS, a compound financial instrument with terms and conditions that grant the issuer the right to settle the option in cash upon conversion is divided into separate liability components at inception. The conversion right component is considered a derivative instrument and measured at fair value through profit or loss. The residual liability component representing the debt obligation is measured at fair value at inception and is subsequently measured at amortized cost using the effective interest method. In the third quarter of fiscal 2006, Siemens decided to waive the cash settlement option of the convertible bond and reclassified the conversion right component, which is deemed to be an equity component, to Additional paid-in capital. As of September 30, 2006, equity increased by €230 mainly due to this reclassification of the conversion right component. As of September 30, 2005, and October 1, 2004, the bifurcated conversion right component reduced equity by €375 and €350, respectively, due to the consideration of the conversion right as a derivative instrument and its re-measurement to fair value as well as the accretion of the debt component. Net income decreased by €198 and €25 in fiscal 2006 and 2005, respectively, due to the fair value re-measurement of the conversion right and additional interest expense
Moreover, the “short-cut-method” that may be applied under U.S. GAAP to hedge interest 
rate risk, if certain conditions are met, is not allowed under IFRS. As the requirements for the application of hedge accounting under IFRS are more restrictive, hedge accounting related tointerest rate risk for certain fixed-rate debt obligations was discontinued. IFRS 1 requires that 
the corresponding basis adjustments recognized under U.S. GAAP as of September 30, 2004 be carried forward to the IFRS opening balance and deferred over the remaining life of the related instrument. The termination of hedge accounting resulted in a decrease in equity as of Sep-
tember 30, 2006 of €7 and an increase in equity as of September 30, 2005 of €89. The effect on net income was a decrease of €96 in fiscal 2006 and an increase of €89 in fiscal 2005.

Under U.S. GAAP, equity instruments for which there is no readily determinable market value are recorded at cost. Under IFRS, all equity instruments, including non-exchange traded equity investments are measured at fair value, if reliably measurable, with unrealized gains and losses included in Other components of equity, net of applicable deferred income taxes. Investments for which a fair value is not reliably measurable are recorded at cost. The adjust-
ments increased equity as of September 30, 2006 and 2005, and October 1, 2004, by €29, €20 and €115, respectively. The adjustment of €115 relates primarily to fair value adjustments on shares in Juniper Networks, Inc. (Juniper), which under U.S. GAAP were measured at cost because they were subject to sales restrictions until September 30, 2004.

f. Pensions and other post-employment benefits

Under IFRS, actuarial gains and losses resulting from changes in actuarial assumptions used to measure pension plan obligations are recognized directly in equity in the period in which they occur based on the new alternative introduced by IAS 19 (amended), which Siemens decided to use in connection with the early adoption of this amended standard. As of October 
1, 2004 (the date of transition to IFRS), all actuarial gains and losses and vested past service 
cost previously unrecognized under U.S. GAAP were recorded in retained earnings. Under U.S. GAAP, unrecognized actuarial gains and losses exceeding the “corridor” continue to be amor-
tized over the average remaining service period of active plan participants. Likewise, unrecognized vested past service cost continues to be amortized over the average remaining service 
period of active plan participants. As the effect of actuarial gains and losses do not impact the income statement under IFRS, increased net income resulted under IFRS of €602 and €549 in 
2006 and 2005, respectively, as compared to U.S. GAAP for which amortization of net unrecognized actuarial losses existed.

U.S. GAAP defines an accumulated benefit obligation (ABO) that, in contrast to the projected benefit obligation, does not include assumptions about future compensation increases. If the 
ABO exceeds the fair value of plan assets, a liability at least equal to such difference – referred to as the minimum liability - is recorded on the balance sheet. The difference between the 
amount recorded on the balance sheet and the minimum liability - referred to as the additional minimum liability (AML) - is recognized either as an intangible pension asset, to the extent 
that past service cost exists, or within Accumulated Other Comprehensive Income (AOCI) (similar to Other components of equity under IFRS). As the AML recorded by the Company under U.S. GAAP represents a significant portion of the total unrecognized actuarial losses existing 
at each balance sheet date presented, the reduction in equity compared to U.S. GAAP resulting from pensions was significantly less than the amount of such unrecognized actuarial losses.

The overall impact associated with these changes was an increase in the unfunded liabili-
ties for pension plans and similar commitments and a decrease in equity of €1,588, €749 and €1,877 as of September 30, 2006 and 2005, and as of October 1, 2004, respectively.

Besides pensions, differences in the accounting for other long-term post-employment benefits affected equity and net income. Other long-term post-employment benefits are employee benefits that are paid regardless of the reason for the employee’s departure. Differences between the aforementioned amounts and the amounts provided in the tables above resulted primarily from such benefits.

g. Termination benefits

A significant portion of the adjustments resulting from termination benefits relates to the partial retirement program available to Siemens’ employees in Germany. The majority of participants opted for a partial retirement arrangement that is typically composed of a full-time service period and an inactive period, where the employee receives 50% of the salary for each year during the entire partial retirement period. In addition, participants receive an annual bonus and a severance payment at the end of the inactive period. While under U.S. GAAP both the annual bonus to be paid in the inactive period and the severance payment are recognized as expense on a pro rata basis over the service period, IFRS requires that these benefit elements of the partial retirement arrangement are recognized in full as expense immediately when a partial retirement agreement is established. Adjustments to partial retirement obligations reduced equity under IFRS by €213, €296 and €369 as of September 30, 2006 and 2005, and October 1, 2004, respectively, whereas net income increased by €82 and €73 in 2006 and 2005, respectively.

Another difference between U.S. GAAP and IFRS arises from voluntary termination agreements. Under U.S. GAAP, a liability is recognized only when a voluntary termination agreement has been signed by both the employer and the employee. By contrast, under IFRS, a liability is recognized when the employer has irrevocably committed itself to grant a termination benefit. Such agreements resulted in lower equity under IFRS than under U.S. GAAP by €319, €8 and €5 as of September 30, 2006 and 2005, and October 1, 2004, respectively. Net income decreased by €313 and €3 for the years ended September, 30, 2006 and 2005, respectively.

h. Provisions

Under IFRS, provisions generally must be discounted and recognized at present value at each balance sheet date, i.e. the discount rate should be adjusted at each reporting date to reflect current market conditions. In contrast, under U.S. GAAP, discounting of provisions is limited to specific cases, such as to asset retirement obligations, whereby U.S. GAAP requires such obligations be discounted only using the discount rate determined when the provision is initially recognized. With respect to asset retirement obligations, applicable interest rates were therefore different for IFRS compared to U.S. GAAP. Due to a lower discount rate under IFRS, the present values to be recognized under IFRS increased with a negative effect on equity of €85 as of October 1, 2004. A continuing decline in the discount rate in fiscal 2005 led to a significant increase in the present value with a corresponding decrease in equity of €219 as of September 30, 2005 and in net income of €134 in 2005. As of September 30, 2006 equity under IFRS was €157 lower than under U.S. GAAP, whereas net income was €62 higher due to an increase in the discount rate in fiscal 2006 as compared to 2005.

This reconciling item contains various other differences with respect to recognition and measurement of provisions, such as provisions for vacant property and contingent liabilities with a range of possible outcomes where each point in that range is as likely as any other

i. Deferred taxes

The adjustments as described above resulted in additional differences between the carrying amount of assets and liabilities in the Consolidated Financial Statements and their tax basis. Deferred taxes were recognized on temporary differences, with differences in pension accounting between U.S. GAAP and IFRS having the most significant impact.

This reconciling item also includes tax effects resulting from differences in accounting for  income taxes between U.S. GAAP and IFRS. For the Company, such effects mainly result from  
calculating deferred taxes on elimination of intragroup profits. According to IFRS, deferred taxes on intragroup profit elimination are calculated with reference to the tax rate of the acquiring company whereas, under U.S. GAAP, the tax rate in the seller’s or manufacturer’s jurisdiction is used.

3  Assets held for disposal and discontinued operations

According to IFRS, a discontinued operation is a component of an entity that either has been disposed of, or is classified as held for sale. Under U.S. GAAP, the results of operations of a com-
ponent of an entity that either has been disposed of or is classified as held for sale shall be

reported in discontinued operations if the operations and cash flows have been (or will be) eliminated from the ongoing operations of the entity as a result of the disposal transaction and the entity will not have any significant continuing involvement in the operations of the component after the disposal transaction.

The results and financial position of the carrier-related business and the enterprise net-
works business have been presented as discontinued operations under IFRS. These businesses are not presented as discontinued operations under U.S. GAAP due to Siemens’ anticipated continuing involvement in the carrier-related business and the enterprise networks business and therefore have been presented as continuing activities in Siemens’ Consolidated Financial Statements under U.S. GAAP.

2. SATYAM COMPUTER SERVICES LIMITED

These consolidated financial statements have been prepared in accordance with the International Financial Reporting Standards ( IFRS’s), as issued by the International Accounting Standards Board. These financial statements being the first IFRS financial statements, are covered by IFRS 1, First-time adoption of International Financial Reporting Standards. These consolidated financial statements have been prepared in accordance with those IFRS standards and IFRIC interpretations issued and effective or issued an early adopted as on March 31, 2008. In preparing these consolidated financial statements as per IFRS 1, Satyam has applied the mandatory exceptions and certain of the optional exceptions from full retrospective application of IFRS. 

Statement shoiwing the reconciliation between net profit as per Indian GAAP consolidated 


financial statements for the year ended 31st March 2008 is as follows: 
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Consolidated Financial statements
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1 It may be noted that International Accounting Standards nos. 3, 4, 5, 6, 9, 13, 15, 22, 25, 30 and 35 have already been withdrawn by the International Accounting Standards Board (IASB).





